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REPORT OF THE INDIAN CURRENCY COMMITTEE, 1898 


To the Right Honourable Lord George Hamilton, M.P., Secretary of State 

for India. 

India Office, 7th July, 1899. 

1. In your letter of the 29th April 1898, your Lordship referred to us for consideration 
the proposals of the Government of lndia* x for making effective the policy adopted by 
Her Majesty’s Government in 1893 and initiated in June of that year by the closing of 
the Indian Mints to what is known as the free coinage of silver. That policy had for 
its declared object the establishment of a gold standard in India; and in inviting us to 
consider whether this object could best be attained by the specific measures proposed 
by the Goverment of India or otherwise, your Lordship indicated the scope of our 
inquiry in the following wordsf “ It will be the duty of the Committee to deliberate 
44 and report to me upon these proposals and upon any other matter which they may 
“ regard as relevant thereto, including the monetary system now in force in India, 
“ and the probable effect of any proposed ehanges upon the internal trade and taxation 
“ of that country ; and to submit any modifications of the proposals of the Indian 
“ Government, or any suggestions of their own, which they may think advisable for 
“ the establishment of a satisfactory system of currency in India, and for securing, as 
“ far as is practicable, a stable exchange between that country and the United 
“ Kingdom.” 

2. For the purposes of our inquiry we have held 43 meetings and examined 49 witnesses. 
The notes of evidence, together with statistical tables and other important information 
bearing on the subject of inquiry, have already been communicated to your Lordship! ; 
and we now proceed to report the conclusions which we have reached upon the questions 
referred to us. 

I. 

The Monetary System of India. 

3. In order to explain the monetary system now in force in India, it is desirable 
to record certain salient facts of the history of Indian currency. 

4. At the beginning of the presont century no uniform measure of value existed 
in British India. Some parts of India (e.g. Madras) maintained a gold standard and 
currency; elsewhere, as in Bengal, a silver standard obtained, with gold coins in 
concurrent circulation ; throughout India the coins, whether of gold or silver, differed 
in denomination and differed in intrinsic value even within the same district. Out of 
this confusion arose the demand for an uniform coinage, a demand to which the Court 
of Directors of the East India Company gave their approbation in the important 
Despatch on Indian currency addressed by them to the Governments of Bengal and 
Madras on 25th April 1806§. It is important to observe that the Directors, while 
“ fully satisfied of the propriety of the silver rupee being the principal measure of 
value and the money of account,” by no means desired to drive gold out of circulation. 
“ It is not by any means our wish,” they said, “ to introduce a silver currency to the 
“ exclusion of the gold, where the latter is the general measure of value, any more 
“ than to force a gold coin where silver is the general measure of value.” Nevertheless 
the first fruits of the policy of 1806 were seen in the substitution in 1818 of the silver 
rupee for the gold pagoda as the standard coin of the Madras Presidency, where gold 
coins had hitherto been the principal currency and money of account. . in 1835, when 
the present silver rupee was formally established as the standard coin of the whole 
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of British lndia.it was enacted that ‘‘ no gold coin shall henceforward be a legal 
tender of payment in any of the territories of the East India Company.” 

5. But, though gold had ceased to bo a legal tender in India as between private 
individuals, the coining of gold mohurs (or “ 15 rupee pieces ”) was authorised by the 
Act of 1S35, aud a Proclamation of 13th January 1841 authorised officers in charge 
of public treasuries “ freely to receive these coins at the rates, until further orders, 
“ respectively denoted by the denomination of the pieces.” As the gold mob r and the 
silver rupee were of identical weight and fineness, this Proclamation represemed a ratio 
of 15 to 1 between gold and silver. In 1852* it was held by the Directors of the East 
India Company, on representations from the Government of India, that the effect of 
this Proclamation “has been, and is likely to be still more, embarrassing” to the 
Government of India, “ The extensive discoveries of gold in Australia having had 
“ the effect of diminishing its value relatively to silver, holders of gold coin have 
“ naturally availed themselves of the opportunity of obtaining at the Government 
“ treasuries a larger price in silver than they could obtain in the market ,” Con-equontly, 
on 25th Decem ber 1852 there was issued a Notification'!' withdrawing the above provision 
of 1841, and declaring that, on and after 1st January 1853, “no gold com will be 
“ received on account of payments due. or in any wav to be made, to the Government 
“ in any public treasury within the territories of the East India Company.” 


6. In 18644 the Bombay Association (representing the native mercantile community- 
of Bombay ) and the Chambers of Commerce of Bengal, Bombay aud Madras having 
memorialised the Government of India for a gold currency, the Government proposed 
“ that sovereigns and half-sovereigns, according to the British and Australian standard, 

coined at any properly authorised Royal Mint in England, Australia, or India, should 
“ be made legal tender throughout the British dominions in India, at the rate of one 
“ sovereign for 10 rupees ; and that the Government currency notes should be exchange- 
“ able either for rupees or for sovereigns at the rate of a sovereign for 10 rupees, 
“ but that they should not be exchangeable for bullion.” The Imperial Government, 
while unwilling to make the sovereign a legal tender, saw “ no objection to reverting 
“ to a state of matters which prevailed in India for many years, namely, that gold 
“ coin should bo received into the public treasuries at a rate to be fixed by Government, 
“ and publicly announced by Proclamation.’ it. was considered that this experi¬ 
mental measure “ will, as far as it goes, facilitate the use of the sovereign and half- 
“ sovereign in all parts of India; it will pave the way for the use of a gold coinage 
“ in whatever shape it may ultimately be found advisable to introduce it; and at 
“ the same time, it establishes a preference in favour of the sovereign.” Accordingly, 
on 23rd November 1864, a Notification was issued that sovereigns and half-sovereigns 
should, until further notice, be received as equivalent to 10 rupees and 5 rupees 
respectively, in payment of sums due to Government. In the following March, the 
directors of the Bank of Bengal § urged that, “in view of the continued influx of 
sovereigns,” the time had come when British gold might, “ with safely and 
advantage, be declared legal lender at the respective rates of ten and five rupees,” 
and the Government of India again pressed their original proposal on the Imperial 
Government. The Secretary of State replied on 17th May 1865, that the time did 
not appear to have arrived for taking any further step, nor did he sec that any 
practical advantage would attend the proposal to admit British gold to legal tender in 
India. On 28th October 1868, the Government of India raised the rate for the 
receipt of sovereigns and half-sovereigns at the public treasuries from Rs. .10 and 
Rs. 5 to Rs. 10} and Rs. 5}, respectively. 

7. In 1876,|| after the rupee had temporarily fallen in exchange to 18}A, the Bengal 
Chamber of Commerce and the Calcutta Trades’ Association urged the temporary 
suspension of the compulsory coinage of silver by the Indian mints. The Government 
of India decided that “ up to the present there is no sufficient ground for interfering 
with the standard of value.” 

8. In 1878,^|’ however, the Government of India expressed a different opinion, being 
“ led to the general conclusion that it will be practicable, without present injury no the 
“ community as a whole, or risk of future difficulties, to adopt a gold standard while 
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“ retaining the present silver currency of India, and that we may thereby in the future 
“ fully protect ourselves from the very real and serious dangers impending over us so 
“ long as the present system is maintained.” Aiming at the eventual adoption of 
the British standard, and the extension to India of the use of British gold coins, tho 
Government proposed to proceed at the outset as follows i “We first take power to 
« receive British or British Indian gold coin in payment for any demands of the 
“ Government, at rates to be fixed from time to time by the Government, till the 
“ exchange ” (about Is. Id. in 1878) “lias settled itself sufficiently to enable us to fix 
“ the rupee value in relation to the pound sterling permanently at 2s. Simultaneously 
« with this, the seignorage on the coinage of silver would be raised to such a rate as 
“ would virtually make the cost of a rupee—to persons importing bullion—-equal in 
“ amount to the value given to the rupee in comparison with the gold coins above A 
“ spoken of. We should thus obtain a self-acting system under which silver would be 
“ admitted for coinage at the fixed gold rate as the wants of the country required; 

“ while a certain limited scope would bo given for the introduction and use of gold 
“ coin, so far as it was found convenient or profitable.” The above proposals of 1878 
were referred to a Departmental Committee, who, on 30th April 1879, briefly reported* 
that they were “ unanimously of opinion that they cannot recommend them for the 
“ sanction of Her Majesty’s Government.” A discussion of some of tho reasons which 
appear to have influenced the Committee of 1879 in urging the rejection of the pro¬ 
posals referred to them will be found in the evidence given before us by Sir Robert 
Gillen, who was a member of that Committee. (See Questions 10,025-48.) 

9. Between 1878 and 1892 the continued fall in the gold price of silver caused 
repeated embarrassment to the Government of India; but the main object of such 
attempts as were made by that Government to deal with the subject during the period 
in question was not to effect a change of standard in India, but to facilitate an 
international agreement which might cause a rise in the gold-price of silver, and thus 
diminish the inconvenience resulting from the retention of a silver standard in India. 

10. In 1881 Indian delegates were sent to the Monetary Conference at Paris, with 
instructions that “ while the Secretary of State in Council is unwilling to encourage an 
“ expectation of any material change at present in the monetary policy of India, he would 
“ be ready to consider any measures . . . calculated to promote the re-establishment 
“ of the value of silver.”! In 1886, shortly before the appointment of the Royal Com¬ 
mission on Gold and Silver, the Government of India expressed the opinion that “ the 
“ interests of British India imperatively demand that a determined effort should be 
“ made to settle the silver question by international agreement and in 1892 Indian 
representatives were sent to the International Monetary Conference at Brussels, which, 
was convened for the consideration of measures for the increased use of silver as 
currency. 

11. In 1892, inasmuch as it was foreseen that the International Conference might fail 
to secure the objects for which it was to be called together, the idea of changing the 
standard of value in India from silver to gold had been once more brought into 
prominence by the action of the representatives of the mercantile community of 
Calcutta. On 18th February 1892,§ when tho international Conference was in 
prospect, the Bengal Chamber of Commerce represented that it was “ impossible for 
“ men of business to feel any confidence in the future value of the rupee, and they 
“ believe that such a state of things restricts the investment of capital in this country 
“ and seriously hampers legitimate enterprise.” If success could not be secured by 
International Agreement, the Chamber saw nothing “ but the prospect of endless 
“ fluctuations in the relative values of silver and gold, attended with a fall in the value 
“ of silver of indefinite amount; and the Committee [of the Chamber of Commerce] 
“ think that in such case the Government of India should take steps to have the 
“ question of the advisability of introducing a gold standard into India carefully and 
“ seriously considered by competent authorities.” In their Despatch of 23rd March 
1892, the Government of India, while urging the Secretary of State to lend his 
“support to any proposals that might be made by the United States of America, 
“ or by any other country, for the settlement of the silver question by international 
“ agreement,” called attention to the probability that, failing an international 

* C—4868 of 1886, p. 26. f H. of C., No. 449 of 1881. 
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agreement, the United States would be forced to stop the purchase and coinage 
of silver; and they requested the Imperial Government, in view of this contingency,^ 
take forthwith into consideration whether any, and, if so, what measures could be 
adopted for the protection of Indian interests. On 21st .Tune 1892, the Government of 
India proceeded to record their “ deliberate opinion that, if it becomes evident that the 
“ International Conference is unlikely to arrive at a satisfactory conclusion, and if a 
“ direct agreement between India and the United States is found to be unattainable, 
“ the Government of India should at once close its mints to the free coinage of silver 
“ and make arrangements for the introduction of a gold standard.” In a telegram of 
22nd January 1893* the Government of India further explained their proposals, as 
follows :—■“ Our proposal is that we shall take power to issue a notification declaring 
“ that English gold coins shall he legal tender in India at a rate of not less than 
“ 18* rupees for one sovereign [ic„ 18 d. per rupee]. ... An interval of time, of 
“ which the length cannot be determined beforehand, should, we think, elapse between 
“ the mints being closed and any attempt being made to coin gold in India. The 
“ power to admit sovereigns as legal tender might be of use as a measure >ul interim, 
“ but it need not be put into force except in case of necessity.” 

12. The proposals of the Government of India were referred on 21st October 1892 
by the Earl of Kimberley, then Secretary of State for India, to a Committee consisting 
of the late Lord Hersohell, Lords Farror and Welby, Mr. Leonard Courtney. Sir Arthur 
Godley, Li out.-General Sir Richard Strachey, and the late Mr. Bertram Currie ; and on 
31st May 1893 (the Brussels Conference having meanwhile adjourned without arriving 
at any agreement), the Committee reported as follows :—*j* 

“ While conscious of the gravity of the suggestion, we cannot, in view of die serious 
evils with which the Government of India may at any time be confronted if matters 
are left as they are, advise your Lordship to overrule the proposals for the closing of 
the mints and the adoption of a gold standard, which that Government, with their 
responsibility and deep interest in the success of the measures suggested, have submitted 
to you. 

“ But we consider that the following modifications of these proposals are 
advisable. The closing of the mints against the free coinage of silver should be 
accompanied by an announcement that, though closed to the public, they will be used 
by Government for the coinage of rupees in exchange for gold at a ratio to be then 
fixed, say Is. 4 d. per rupee ; and that at the Government treasuries gold will be received 
in satisfaction of public dues at the same ratio. 

“ We do not feel ourselves able to indicate any special time or contingency 
when action should be taken. It has been seen that the difficulties to be dealt with 
have become continually greater; that a deficit has been already created, and an 
increase of that deficit is threatened; that there are at the present moment peculiar 
grounds for apprehension; and that the apprehended dangers may become real with 
little notice. It may also happen that, if action is delayed until these are realised, 
anddf no step is taken by the Indian Government to anticipate them, the difficulty 
of acting with effect will be made greater by the delay. It is obvious that nothing 
should be done prematurely or without full deliberation ; but, having in mew these 
considerations, we think that it should he in the discretion of the Government of 
India, with the approval of tlie Secretary of State in Council, to take the requisite 
steps, if and when it appears to them and to him neccessary to do so.” 

13. The Committee’s recommendations having been approved by the Imoerial and 
Indian Governments, there was passed, on 26th June 18934 the Act, No. VIII. of 
1893, “to amend the Indian Coinage Act, 1870, and the Indian Paper Currency Act, 
“ 1882.” This Act provided for the closing of the Indian Mints to the “ free coinage ” 
of both gold and silver—Government retaining the power to coin silver rup< es on° its 
own account. By Notifications (Nos. 2662-4) of 26th June 1893, arrangements were 
made (i.) for the receipt of gold at the Indian Mints in exchange for rupees at a 
rate of 16d. per rupee, (ii.) for the receipt of sovereigns and'"half-sovereigns in 
payment of sums due to Government at the rate of Rs. 15 for a sovereign, and (iii.) for 
the issue of Currency Notes to the Comptroller-General in exchange either fur British 
gold at the above rates or for gold bullion at a corresponding rate. 

\4. In 1897 the Secretary of State for India referred to the Government of 
India the question whether, if the Mints of Prance and the United States of 
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Amerida were, opened to the free coinage of silver as well as gold at a ratio 
of to 1, the Government of India would undertake to re-open concurrently 
tM Indian Mints to the free coinage of silver and to repeal the above Notifications of 
1893. In reply, the Government of India expressed their “ unanimous and decided 
“ opinion ” that it would be “ most unwise to re-open tbe Mints as part of the proposed 
“ arrangements, especially at a time when we are to all appearance approaching the 
“ attainment of stability in exchange by the operation of our own isolated and 
“ independent action.”* This conclusion was endorsed by the Secretary of State for 
India in Council and by the Imperial Government. 

15. In January 1898, “ in order to afford a means of relief to the severe stringency ” 
then prevailing in the Indian money markets, an Act was passed (No. II. of 1898),t 
empowering the Government of India to direct, by Order notified in the Gazette of 
India, the issue of Currency Notes in India on the security of gold received in England 
by the Secretary of State at the rate and subject to the conditions to he fixed by such 
Order. Under "this Act, which was to remain in force for six months, a NotifrfAtion 
was published by the Government of India on the 21st January 1898, announcing that 
notes would be issued, in exchange for gold held by the Secretary of State for India, at 
the rate of one Government rupee for 7'53344 grains of fine gold, with the addition 
of such further quantity of fine gold as the Secretary of State should from time to 
time determine to bo “sufficient to cover all costs and charges incidental to the 
“ transmission of gold to India.” Under this Notification, the Secretary of State in 
Council gave notice of his readiness “ to sell, until further notice, telegraphic transfers 
“ on Calcutta, Madras, and Bombay, at a rate not exceeding Is. 4 -fed. for the rupee.” 
This Act was extended for a further period of two years by tho amending Act, 
No. VIIL, of 1898. No gold has been tendered under the provisions of these Acts. 

16. It will thus be observed that, at the present time, gold is not a legal tender 
in India, though the Government will receive it in the payment of public cities ; that 
the rupee remains by law the only coin in which other than small payments can be 
made ; that there is no legal relation between rupees and gold; but that the Indian 
Government has declared (until further notice) a rate at which rupees can be purchased 
for gold coin or bullion—such rate serving to determine the maximum limit to which 
the sterling exchange can rise under present arrangements. 


II. 

A Silver Standard. 

17. Having thus set forth the origin and present position of the monetary system 
of India, we proceed to consider the question whether, in the light of the six years’ 
experience gained since 1893, it is desirable to reverse the policy initiated in that 
year and to re-open the Indian mints to the unrestricted coinage of silver. Such 
a step has not been advocated in the Memorials which we have received from 
the Chambers of Commerce of Bengal, Bombay, Madras and Karachi.;j; Nor is 
there unanimity among those who do advocate so important a change of policy. 
Apart altogether from the fact disclosed by the evidence that some who were opposed 
to the closing in 1893, now advocate a gold standard, there is a clearly marked 
division between those who would re-open tbe mints to silver forthwith and those 
who, while contemplating such a course eventually, hesitate to re-open the mints 
immediately. The latter class may be further subdivided into those who propose 
to leave the time and conditions of such re-opening to be hereafter determined, 
and those who suggest immediate steps towards a gradual re-opening. With regard 
to the last suggestion, which aims at mitigating tv hat its advocates have represented 
to us as the prospects of disaster to merchants and traders and of grave difficulty ro 
the Government of India from the sudden drop in exchange to the bullion value of 
the rupee (about lO^d. at the present time), no scheme has been submitted to us which 
appears likely to attain the object in view. In our opinion, any measures for 
gradual reopening would be so fully and immediately discounted as to defeat 
the precise objects for which they are suggested. It is obvious, moreover, that the 
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certain prospect of a heavy fall in the exchange would at once drive capital from 
India. 

18. As regards the policy which, while declaring in favour of open mints, 
would leave it to future undefined circumstances to indicate when the step should 
he taken, this (so far as it is not dictated by the desire for an international 
agreement, to which we refer presently) recognises that, for the present, the 
benefits anticipated from a return to a silver standard do not counterbalance the 
evils which would result from abandoning the status quo. The hope apparently is 
that, from a rise in the gold-price of silver, or from a fall in the sterling exchange 
of the rupee, or from a combination of these or other undefined circumstances, it 
may hereafter become possible to revert to a silver standard without causing a sudden 
and heavy fall in the exchange value of the rupee. Meantime it. is proposed that the 
present arrangements should continue indefinitely, in spite of the disabilities considered 
to be thereby imposed on what are regarded as the true interests of India. This 
Suggestion could, of course, only be entertained by the Governmerit of India if it 
were definitely decided, in principle, to re-open the Indian mints to siiver; and its 
adoption or rejection must depend on the answer to the broad question with which 
we are about to deal, vizt.:—Is it desirable for India to revert to silver monometallism, ? 

19. The policy of reopening the mints at. some future date to silver stands on a 
different footing when urged by those who look forward to an international agreement 
and consider that there is reasonable hope of such an agreement within a limited 
period. Such persons, unlike those above referred to, aim directly at a stable exchange 
between India and the United Kingdom, and advocate delay only in order that an 
international agreement may be reached. With regard to this anticipation, we confine 
ourselves here to stating that, the negotiations of 1897 with France and the United 
States of America having proved fruitless, no fresh proposals, so far as we are aware, 
have been, or are being, made by any of the Governments concerned. 

20. The main proposal that the Indian mints should be re-opened forthwith to 
the unrestricted coinage of silver has been supported by witnesses on various 
considerations, one of which is that “a low rupee and a low exchange” encourage the 
export trade on which India’s prosperity depends, and that an “ arbitrarily enhanced ” 
rupee discourages exports. It is urged that encouragement would best be given to 
exports by a reversion to the system of open mints, so that the rupee in exchange would 
again coincide with the gold price of silver, with the result that an end would be put 
to the unfair advantage which the present system is held to give to the silver-using 
competitors of India, and which (according to this view) the effective establishment of 
a gold standard would perpetuate. Great stress is laid by the advocates of open mints 
upon the burthen imposed on the export trade of India by stringency in the Indian 
money market, which they attribute to the closing of the mints, and represent 
as likely to increase under the present system of closed mints. It; is admitted 
generally by the advocates of open mints that the benefits which would accrue to India 
from restoring the silver standard would probably lead to difficulties on the part of the 
Indian Government; but it is urged that these difficulties would he temporary only, 
and that they could be met either by borrowing or by increased taxation, including 
import and export duties. 

21. Dealing first with the question of discount rates, it will be sufficient to remark 
that the anticipations of increasing stringency have not been verified during the 
recent busy season. Whereas the minimum rate of the Bank of Bengal was 10 per 
cent, on 6th January 1898, rising on 24th February to 12 per cent, (at- which figure it 
stood until 27th April 1898), and did not fall below 10 per cent, until 16th June 1898, 
the rate for the busy season of 1898-99 has never exceeded 7 per cent., and this 
though the total volume of India’s seaborne foreign trade exceeded Rx. .10,000,000 in 
1898-99, as against (under) Rx. 199,000,000 in 1897-98. 

22. While it may be questioned whether banking arrangements ir India might 
not with advantage be strengthened and adjusted to the growing requirements of Indian 
trade, we cannot doubt that one of the main causes of the stringency of 1897-98 was 
the reversal (necessitated by the exceptional circumstances of India at the time) of the 
relations of the Government of India and the money market in the autumn of 1897. 
Ini ordinary years the Government is able, through the sale of Cot veil Bills and 
Telegraphic Transfers, to place large sums a,t the disposal of the money market 
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throughout the autumn and winter.] Thus, during the last four months of 1894, the 
hills and transfers sold by the Secretary of State amounted to Ex. 8,052,000; in 1895, 
for the same period of the year, the amount was Ex. 9,888,000; in 1896 the amount was 
Ex. 6,056,900. But in 1897, owing to the depletion of the balances of the Government 
iof India, brought about by expenditure on famine relief and military operations and 
iby failing revenue, the Secretary of State was unable, from 1st September to 15th 
(November, to offer bills or transfers for sale, and was compelled to purchase drafts 
bn India for Ex. 1,000,000. Thus, during the last four months of 1897, the amount 
placed at the disposal of the Indian money market in the Presidency towns in com 
sequence of the remittance transactions of the Government was only Ex. 332,700, or 
(Ex. 5,724,200 less than the year before.] 

23. It must not be forgotten that high discount rates were not unknown in 
India under the system of open mints; for example, the Bank rate reached 12 per 
cent, in April 1890 (in which year the rate did not fall below 10 per cent, from 10th 
February to 24th April), while in 1889 12 per cent, was quoted continuously from 
21st February to 28th March, the rate not falling below 10 per cent, from 17th 
January to 11th April of that year. 

24. We come next to the suggestion that the present system of closed mints handicaps 
India in her industrial competition with countries on a silver standard. 

Of such countries China may be taken as the type, and it is said that the greater 
fall in (say) the London exchange with China as compared with the fall in the exchange 
with India stimulates exports from China which compete with exports from India, 
and also stimulates native production in China to the disadvantage of Indian imports 
into China; and that in this way India is placed at a disadvantage, and that the 
disadvantage to India is increased when an actual rise occurs in the Indian exchange. 

It is explained that a fall in the price of silver is necessarily accompanied by a°fall 
in the China exchange, that the producer in China consequently receives a limber 
silver price in respect of the same gold priee, whilst wages and the other factors in 
the cost of production do not increase in the same proportion; that production in 
China becomes more profitable and is therefore stimulated; that, on the other hand, if the 
Indian exchange does not fall to an equal degree, the Indian producer docs not receive 
this stimulus, and, if the Indian exchange rises, the producer in that country receives a 
lower rupee price, while wages and the other factors in the cost of production do not 
proportionately diminish; that the Indian producer does not receive the same profit 
as before, and that production is therefore checked. 

This aspect of the question was considered by Lord HerseheH’s Committee, and the 
conclusions at which they arrived will be found in paragraph 27 of their Eeport. They 
expressed the opinion that, even if we assume the argument as to a stimulus or check 
to production to be sound, the effect of each successive fall iu exchange must be 
transitory, and could only continue until circumstances have brought about the 
inevitable adjustment. In this opinion we concur, and evidence has been laid before 
us which shows that prices and wages have risen in China since silver has fallen in 
price and the local copper currency has appreciated in terms of silver. 

25. Lord Herschell’s Committee examined the statistics of Indian exports for a 
series of years, and came to the conclusion that “ although one may be inclined. 
“ regarding the matter theoretically, to accept the proposition that the suggested 
“ stimulus would be the result of a falling exchange, an examination of the statistics 
“ of exported produce” [from India] “does not appear to afford any substantial foun- 
“ dation for the view that in practice this stimulus, assuming it to have existed, has 
“ had any prevailing effect on the course of trade ; on the contrary, the progress of 
“ the export trade has been less with a rapidly falling than with a steady exchange.” 

We need not quote the statistics of the export trade to which that Committee called 
attention, but we desire to state that we have been unable to find any statistical 
support for the theory that exports are largely and permanently stimulated by a 
depreciation of the standard of value, resulting in a fall in the exchange. . 

The statistics of the Indian export trade since the mints were closed to silver mio-ht 
have been expected to throw light on this portion of the question, but their value lor 
this purpose is much diminished by the special disturbing influences to which that 
trade has been subjected during the last six years. * 

The closing of tho Indian mints, the cessation of the purchases of silver by the 
United States of America, the consequent fall in the priee of silver, mid the apprehension 
to which it gave rise, undoubtedly disturbed the course of trade for a time, and when 
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recovery to more normal conditions might have been expected, India was aifcctSd by 
war. famine, and plague, and its finances wore so seriously embarrassed that .the 
drawings of the Secretary of State were largely reduced, and loans of unusual magni¬ 
tude were raised in London oil account of the Government of Inai t. Iho exports 
from India were largely reduced in 1897-1)8. In the following year (3898-99) there 
was a marked recovery; the drawings by tbe Secretary of State were unusually large; 
and a substantial sum in gold was brought to the Indian Treasury. 

26. For convenience of reference we give in this place the figures of gross exports 
from India in the 12 years from 1887-88 to 1898-99. 
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For the reasons we have stated in the preceding paragraph, we hesitate to draw any 
positive conclusion from these figures, but they afford no support to the the ory that 
large exports are incompatible with a rise in the rate of exchange. 

27. In this connexion we wish specially to notice the very important Tea Industry 
of India and Oeylcm, which certain witnesses stated to be seriously threatened by com¬ 
petition with China tea produced in a country on a silver basis. We recognise the 
large capital invested in the tea estates, and that their maintenance is of vital 
importance to the many Europeans and natives employed therein. It was represented 
tons that the profits of the producers of Indian and Ceylon tea had been affected 
by the recent rise in the Indian exchange ; that although this diminution of profit 
could not immediately affect the total export of tea from gardens already in existence, 
or the increase from gardens in process of formation and about to come into bearing, 
it would tend to diminish the extension of cultivation, and thus prevent the export of 
tea from increasing to the extent to which it would otherwise have done. 

We do not doubt that the recent rise in the Indian exchange temporarily diminished 
the profits of the producers of tea, just as the previous fall had temporarily increased 
them; but, as we hate already said, we see no reason to suppose that the strength of 
the competition of China tea will be permanently increased by the fact that China is on 
a silver basis. So far there is no evidence to show that the exports of China tea have 
appreciably increased, and there is evidence to show that the rise in Chinese wages and 
general prices has at least begun to take effect. 

.It appears to us that the permanent interests of the tea gardens of Ceylon and India 

will be promoted rather than injured when their operations are carried on under the 
same standard of value as exists in the countries to which their produce is exported. 

We find that this question of the competition of China with Indian tea -was specially 
considered by the Government of India in 1892, before the Indian mints were closed, 
to silver, in connexion with a memorial on the subject from the Darjiling Planters’ 
Association. The views of the Government of India on the subject are contained in a 
letter tG the Honorary Secretary to the Association, dated 12th October 1892, and 
printed at pp. 176-77 of the Minutes of Evidence before Lord Herschell’s Committee. 
The following extract from that letter contains a summary of the views which the 
Government of India expressed at that time :— 

“ To sum. up, the Government of India arc of opinion— 

“ (1.) That a country, as a whole, makes no gain in its international trade by a 
depreciation of its standard, since the extra price received for it) exports 
is balanced by the extra price paid for its imports. 
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(2.) That the producer of an article of export may make a temporary and unfair 
gain from depreciation of the standard, at the expense of his employds 
and of other persons to whom he makes fixed payments. 

“ (3.) But that this gain, while not permanent, is counterbalanced by a tendency 
to over-production and consequent reaction and depression, by a liability 
to sudden falls in price as well as to rises, and by the check, to the 
general increase of international trade which necessarily results from the 
want of a common standard of value between countries which have 
intimate commercial and financial relations.” 

We are unable to find that anything has occurred since the closing of the Indian 
mints to silver to throw doubt on the soundness of the views expressed in 1892 by 
the Government of India. 

28. As regards the argument that a low exchange stimulates exports and discourages 
imports, it is further to be observed that whatever advantages attach to a low exchange 
should he increased, by parity of reasoning, by a still lower exchange ; and it has 
accordingly been represented to us that it is a falling exchange which stimulates 
exports. But, as regards the idtimate limits of beneficial fall, we have failed to discover 
at what preciso point, if at all, the advocates of this view would hold that the alleged 
advantages of a falling exchange cease. 

29. To re-open the Indian Mints to silver without an international agreement 
would necessarily result, according to all past experience, in renewed instability of the 
exchanges between India and gold-standard countries. It is generally recognized 
that fluctuations of exchange constitute an obstacle to international trade, the true 
interests of which aro to be sought in a stable monetary par of exchange. Since over 
four-fifths of India’s seaborne foreign trade is with gold-standard countries, it follows 
that the balance of advantage is heavily in favour of stability of exchange with gold- 
standard countries; and accordingly, considered by itself, the instability of exchange 
which must he anticipated from re-opening the Indian Mints to silver, is a powerful 
argument against taking the step. 

30. So far we have considered the matter solely from the standpoint of trade ; and the 
above remarks will have indicated our conclusion that, even apart from, considerations 
primarily affecting the Government of India, it is not in the permanent interests of 
India that her foreign commerce, over 80 per cent, of which is with gold- 
standard countries, should be hampered by the restoration of silver monometallism. 
This conclusion is strengthened by considerations affecting the Government of India, 
which is the representative of the general interests of India. Apart from certain 
large payments in India (such as the pay of British soldiers serving in that 
country), the rupee total of which payments is regulated by the sterling exchange, 
the Secretary of State for India has now, under normal conditions, to meet 
obligations in England amounting annually to between 17 and 18 millions sterling. 
In order to make these payments, the Government of India raises taxation in 
rupees, and would therefore be seriously affected by the re-opening of the mints 
to silver. It is impossible to foretell what would be the actual effects of tins stop 
on exchange. But a drop even to Is. (which is about 2d. above the present bullion 
value of the rupee) would, on a moderate estimate,' increase the necessities of the 
Government of India by at least Rx. 10,000,000 gross, against which might be set 
some possible increase of revenue, leaving an increase of at least Rx. 7,000,000. This 
sum exceeds the total excise revenue of India by Rx. 1,500,000, exceeds the total 
stamp revenue by Rx. 2,160,000, and is nearly four times the total yield of the Indian 
income tax. An increase of expenditure to this extent would not only absorb the 
whole of the present surplus—which is the result of an increase in taxation imposed 
since 1886 principally to meet exchange difficulties—but would also necessitate further 
taxation. As regards an increase of taxation. Lord Northbrook has expressed the 
opinion (Q. 8,407) that, while it would be possible, “ it would be in the highest degree 
“ unwise, both in respect of the trade of India, the welfare of the people of India, 
“ and I will go far as to say the security of the Indian Empire.” Concurring as we 
do in this opinion, which has been supported by the independent testimony of other 
distinguished administrators of India, we must add that the Government of India 
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would not be justified iu assuming that, with the mints re-opened to silver, the fall of the 
exchange to a shilling is the greatest fall which they might be called upon to face either 
immediately or at a future time. 

31. It has been urged before us that, so long as the rupee is current at a value 
considerably above that of the silver which it contains, there is serious risk of 
counterfeit coins in silver of standard fineness being manufactured and put into 
circulation. This subject has engaged the attention of the Government of India ; and 
in a despatch dated 12th January 1899 (more than five and a half years after the 
closing of the mints), they express the opinion that there is no evidence of such 
counterfeiting on any appreciable scale. We sec no reason to doubt the correctness of 
that opinion; nor does the experience of other countries, in which silver coins 
circulate at an enhanced value, suggest any other conclusion. 

32. In view of the considerations which we have stated, we concur with the Govern¬ 
ment of India in their decision “ not to revert to tho silver standard.” 


III. 

The Principle of a Gold Standard. 

33. At the present time, tho practical alternative to silver monometallism is a gold 
standard, that is to say, gold as the measure of value in India, either with a gold 
currency or with a gold reserve. 

34. We have already referred to the fact that over four-fifths of the foreign trade of 
India is with gold-standard countries, and that for this reason it is desirable that India 
should have the same measure of value as those countries. JRegard being had to the 
supremacy of gold in international commerce, tho change to a gold basis has been 
represented to us by Professor Marshall (Q. 11,815) as “like a movement towards 
“ bringing the railway gauge on tho side branches of tho world’s railways into unison 
“ with the main lines.” This consideration directly relates to facilitating interchange 
of commodities. 

35. A further and certainly not a less important consideration for a country like India 
is that an established gold standard is the simplest and most effective means of attracting 
capital. The need of India for foreign capital is indisputable, and this need is partly of a 
temporary and partly of a permanent character. For climatic reasons, India is essentially 
a country of seasonal trade ; she has a busy season and a dull season, though the tendency 
of late years has been to diminish the disparity and to exhibit approximation to a 
more uniform average within each year. From this seasonal character it follows 
that the demand for money is much greater for one part of the year than for 
tho other. In the busy season there is a brisk demand for temporary advances 
to move Ahe crops; in the dull season money is in little demand. The distinc¬ 
tion is shown in an extreme form by the facts of the money market in 1897-8, 
when there was a seasonal variation in discount rates of no less than 7 per cent., and 
the fluctuations were even greater in 1889 and 1890. In order to diminish the risk to 
Indian commerce of a recurrence of such stringency, and in order to reduce tho average 
rate charged for the local use ol money, the sound policy is to attract capital to India 
from tho gold-standard countries which have capital to lend, and this can best bo 
achieved by a gold standard and a stable exchange. Moreover, it is in many ways as 
important that money should be able to flow out of ja, country without depreciation, 
when it is no longer in relative demand there, as that it should flow in when required. 
A gold standard is, in our opinion, tho only means by which, under present conditions, 
these benefits can be secured. 

3fi. The natural resources cf India are beyond question, as also is the need for 
their development. In order to develope and reap the benefit of her resources, 
India requires, and must long continue to require, foreign capital. Such foreign capital 
can only be drawn from the gold-standard countries; and the capital of these 
countries can only be attracted by a moderate rate of interest or profit on 
condition that the investor is satisfied that there is not likely to be a fall in the 
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sterling exchange. W© have had the 'valuable testimony of Mr. Alfred do Rothschild 
(Q, 11,853) that British capital -would be at once forthcoming if the British investor 
knew that there was a fixed rate of exchange between the two countries. We attach 
great importance to this argument in favour of a gold standard for India. 

37. It seems unnecessary to discuss the further considerations which point to the 
benefits to India of a gold standard. We desire, however, to remark that the effective 
establishment of such a standard in India would not preclude India hereafter from 
considering responsible proposals for an international agreement, if circumstances 
should arise to render such negotiations practicable. 

38. Before discussing the various further measures which have been proposed for 
establishing a gold standard in India, we submit to your Lordship the following con¬ 
siderations relating to the existing currency arrangements. Inasmuch as, for 
practical purposes, the sterling exchange furnishes a broad test of a country s claim 
to be on a gold standard, and inasmuch as the Indian exchange since January 1898 
has been stable (within what may be rogarded as *' specie points ’ ) at I fid. per 
rupee, it. has been represented to ns that the gold standard may be regarded as having 
been reached in India already. According to this view, the closing of the Indian mints 
to silver and the undertaking by the Government to give rupees for gold has already 
had the result of making gold practically a legal tender in India, present arrangements 
being sufficient to supplement automatically from time to time the stock of currency. 

39. Judged solely by existing facts, this contention cannot be disputed in its 
essentials. 0 Events have proved more favourable than was anticipated by the 
Government of India when, in their despatch of 3rd March 1898, they represented 
that it was not very probable that gold would be presented in the early future. And, 
although they expressed the opinion that it was “ in any case extremely unlikely to be 
“ presented in such quantity as to lead automatically to an accumulation of gold 
“ sufficient for a reserve,” statistics indicate that a considerable accumulation has 
already been effected. On 31st March 1899, the reserve of the Paper Currency Depart¬ 
ment of the Government of India included gold to the amount of over 2,000,000/. 
sterling. At the present timo the amount of gold is 2,378,609/. 

40. While this substantial addition in gold was being made to tho Indian 
currency, the Government of India was able, within the year to 31st March 1899, to 
remit by the sale of Council Bills a sum of 18,712,454/., which is considerably more 
than the average sterling requirements of the Secretary of State, and was 2,712,454/. 
in excess of the original estimate of his sterling drawings. This has been accom¬ 
plished without lowering tho average price realised by the sale of Council Bills below 
15'978J. (or as nearly as possible the limit fixed in 1893); and stringency has not 
recurred in. tho Indian money-market. Automatically, therefore, existing currency 
arrangements sufficed not only to maintain—without monetary stringency—a steady 
gold standard in 1898-9, but also to initiate a gold reserve in India, to serve as a 
bulwark for tho maintenance of tho gold standard in future years. 


41. If it has been possible to secure those results in the past in the face of distrust, it 
may be argued that even greater success may be expected in the future with tho 
growth of confidence. We are by no means prepared to suggest that this may not 
prove the case, or that the mere continuance of the status quo may not prove adequate 
by itself gradually to supplement tho currency of India with a margin of gold sufficient 
to tide her over adverse years hereafter. But tho same considerations which tell in 
favour of maintaining the status quo for the present, equally tell against its mainten¬ 
ance permanently, in practice it would he impossible for the Government of India to 
receive gold beyond a certain point into their Treasuries or their Paper Currency reserve, 
unless they were also empowered to pay that gold out again in cashing their notes or 
meeting other liabilities in India. But this would mean declaring gold a legal tender 
at a fixed late, and thereby superseding the purely provisional maehipery of the 
existing system. According to this argument, therefore, maintenance of the existing 
system comes to mean little more than postponing further action for a time. The interval 
would he long or short, according to the slow or rapid accumulation of gold; but in no 
case could the provisional arrangements now in force constitute—nor indeed, were they 
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12 


INDIAN OlIilKENCY OOMMriTKK: 


ever intended to constitute—a permanent settlement of the problem. The practical 
question is, therefore, narrowed to this :—Should the status quo be allowed to continue 
until events force the Government to take action ? There would have been more to he 
said in favour of suspending action and leaving facts to settle the problem, had it not 
been for the circumstances which led the Government of India to formulate proposals 
for curtailing the transition period and taking “active steps to secure the early 
establishment of a gold standard and a stable exchange.” That opinion having been 
expressed by the Government of India, and public discussion having been aroused by 
the publication of tbeir proposals and by the present inquiry, it appears to us 
undesirable, even though results have proved more immediately successful, than the 
Government of India anticipated on 3rd March 1898, to leave matters as they arc 
If, in face of the public attention which the question has attracted, and in face of the 
considerable divergence of the views expressed on the subject, no further steps were 
now to be taken, an additional uncertainty would be caused ; doubts would be excited 
as to the ultimate success of the gold standard; rumours would arise of a possiblo 
change of currency policy; the Government both in India and at homo would be 
pressed for a final pronouncement, alike by the friends and by the foes >f a gold 
standard; and meantime the material interests of India would sutler from the with¬ 
drawal of confidence in her monetary future. _ 

For these reasons we conclude that steps should be taken to avoid all possibility 
of doubt as to the determination not to revert to a silver standard, but to proceed with 
measures for the effeotivo establishment of a gold standard. 


IV. 

The Indian Government's Proposals. 

42. Having thus expressed our agreement in the objects which the Government of 
India have in view, we pass to the consideration of the specific measures proposed by 
them with a view to making effective the monetary policy adopted by Her Majesty’s 
Government in 1893 and initiated by the closing of the Indian Mints to the 
unrestricted coinage of silver. 

43. The proposals of the Indian Government were contained in thoir despatch of 
3rd. March 1898, and have boon explained to us by official witnesses. They may be 
summarised as follows :— 

In order to keep the exchange value of the rupee at a steady level of 16 d., it was deemed 
necessary to decrease the rupee circulation so as to remove the relative redundancy. 
The amount to bo so withdrawn could not be foretold with exactness, but It was more 
than probable that it would fall short of Rx. 24,000,000. Within this outside limit it 
was proposed “ to melt down existing rupees, having first provided a resorve of gold, 
“ both for the practical purpose of taking the place of the silver, and in order to 
“ establish confidence in the issue of our measures.” The first step was to take 
powers to borrow sums not exceeding in the whole 20,000,000/.., and at once to remit 
5,000,000/. in sovereigns to India as a first instalment. If exchange remained at or 
above 16c/., there would bo no further stop [Q. 2653J. But if, and so long as, the 
exchange fell below 16cZ. [Q. 2657-8], the Government of India would take rupees from 
its balances, melt them down, sell the bullion for other rupees in India (at an assumed 
loss of 40 per cent.), pay these other rupees into its balances, and finally make good 
thereto the 40 per cent, balance of loss with part of the borrowed gold. It was 
anticipated [Q. 2663] that one borrowing (5,000,000/.) might be sufficient, that sum 
approximately covering the assumed loss to Government of Rx. 8,000,000 on melting 
down Ex. 20,000,000. " As a result, it was anticipated that by the automatic operations 
of trade, gold would flow into the country and remain in the circulation. But until the 
exchange value of the rupee was established at 16c/., and sovereigns became, to some 
extent however small, a permanent part of the circulation, it was not the Government s 
intention to part with any of the gold in thoir possession. Meantime, gold was not to 
be made a legal tender in India, though the Government looked forward to this as a 
future goal. 

44. The proposals of the Government of India were based on the belief that the 
rise in the value of the rupee, and in the exchange with London, subsequent to the 
year 1894-5, was due to a contraction of the Indian currency relative to th demands 
of trade, that this cause would continue to operate so long as, the Indian A l ints were 
closed to silver, and that, if only that stage of distrust could be passed, “ which 
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“ appears the moment exchange approximates to sixteen pence to bring into operation 
“ influences which interfere with the actual realisation of that rate,” the exchange, 
unfier normal conditions of trade, might be expected “ to attain the level at which gold 
“ would be tendered under the notification of 26th June 1893, and the introduction of 
“ the gold standard would become practicable.” 

They were anxious both in the interests of the State and of the mercantile 
community to terminate the period of transition without further delay,”—in the 
interests of the State, because it would be cheaper in the end to acquire a reserve of 
goid by borrowing, and thus keep the exchange value of the rupee at a steady level 
of sixteen pence than to bear for years the burden of expenditure entailed by the 
lower level of the rupee; in the interests of the commercial community, because it 
was not desirable that their legitimate business should he hampered and embarrassed 
by the uncertainty of exchange, while the want of confidence in the stability of the 
rupee discouraged the investment of capital in India, and available capital was 
remitted to England whenever the exchange value of the rupee rose to a high level. 

The proposals of the Government of India were made in March 1898, and since that 
date there has been a marked improvement in the position. The exchange has been 
steady at or about Is. 4 A., the drawings of the Secretary of State have been unusually 
large, and a substantial sum of over 2,370,0002. in gold has been brought to the Indian 
Treasury; in other words, what the Government of India described as the “ stage of 
distrust,” which interfered with the actual realisation of a rate of sixteen pence, has 
been already passed. 

If the Government of India could have foreseen the course of events in the past 
year, it is possible that their recommendations might not have taken the precise form 
in which they were put forward; and we are informed that, even if their proposals had 
been sanctioned at once, they would not under the conditions that have since prevailed 
have given effect to that portion of their scheme which provided for the withdrawal 
of rupees from the Indian currency. However that may be, we think it desirable 
that the proposals of the Government of India should, even under the altered 
conditions of the present day, he carefully considered by us. 

45. In the first place we desire to point out that it has not been proved that the rise 
in the value of the rupee since 1894-5 is due solely to relative contraction of the Indian 
currency; and it may be that it is not due mainly to this cause. It is not certain that 
there has been any contraction of the Indian currency which has materially affected the 
exchange, though it may not unreasonably be inferred that there must have been some 
contraction, and that such contraction has had some influence on the exchange value of 
the rupee. On the other hand, there are causes other than contraction of the currency 
which affect the value of the rupee and the exchange with London. Largo borrowing- 
in London on account of India, reduction of the drawings of the Secretary of State, an 
increase in the exports from India unaccompanied by an equivalent increase in imports, 
as well as a general rise in gold prices, would all affect the rate of exchange with 
India, though it is quite impossible to estimate the relative importance of these 
factors among themselves, or the amount of their influence on exchange as compared 
with the effect of a contraction of the currency, or to state the precise degree of influence 
which any, or all of them, have had on any particular alteration in the exchange. Hor, 
on the other hand, is it certain that the unusually low rate of exchange that prevailed 
in 1894-5 was due solely to a relative redundancy of the Indian currency. The 
closing of the Indian Mints necessarily brought into play many disturbing influences 
which may have affected 1894 -5, 

Since the mints were closed there has also been large borrowing on Indian account, 
and there have been, in some years, large reductions below the normal amount in the 
public remittances from India, while fluctuations have been experienced in the 
foreign trade of India, due to famine and plague as well as to other causes. All these 
causes must at different times have affected the exchange either favourably or 
unfavourably. 

Another influence which must have had a favourable effect on the Indian Exchange 
is the reduction in the imports of silver due to the closing of the mints. The average 
yearly net import in the three years preceding the closing of the mints was 
43,133,678 ozs., of the value of Rx. 12,020,296; and, for the three years ending 
1898-9, the average net import was 31,126,376 oz., of the value of Rx. 6,103,431. 

46. In face of the facts we have just stated, jwe a re unable to accept, without 
qualification, the opinion that the rise in the value "of the rupee since 1894-5 has 
been due, wholly or mainly, to a relative contraction of the Indian currency. Wo are 
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not prepared to say tliat the contraction of the Indian currency has not been an 
important factor in the rise in the Indian exchange; but, so long as the facts of tjie 
case are surrounded by so much obscurity, we consider that it would be unsafe to base 
action of so drastic a character on this assumption. 

Tf it be the ease that the rise in the value of the rupee since 1894-5 is 
not due, wholly or mainly, to the relative contraction of the Indian currency, it 
follows that an additional contraction of that currency, produced artificially by the 
withdrawal of rupees in the way proposed by the Government of India, might not 
have so much effect in strengthening exchange as the Government of India believed ; 
and, though we accept in principle the proposition that a reduction in the number of 
rupees tends to increase the value of the rupee, we are not prepared to admit that 
such effect must necessaiily be direct and immediate; nor are we satisfied that such 
reduction, carried out on a large scale and within a limited period, might not aggravate, 
if it did not produce, a period of stringency in the Indian money market. 

47. So far as the proposals of the Government of India were intended to secure the 
confidence of the commercial community, they have failed in their effect; these 
proposals have not been supported before us by the representatives of the commercial 
and financial interests connected with India, nor, indeed, by any of tlie independent 
witnesses whom we have examined. The commercial classes of India appear to have 
feared that the withdrawal of rupees from the currency would inevitably aggravate or 
produce stringency in the Indian money market, and that the sale of silver by the 
Indian Government would lower the price of that metal, and disturb the exchanges 
with China and other countries on a silver basis. 

The argument of the Government of India that the adoption of their proposals 
would involve loss loss to the Indian Exchequer than the maintenance of the 
status quo, does not appear to us to possess much force. If the principle on which 
they based their proposals was sound, namely, that the rise in exchange was duo to 
the contraction of the Indian currency, and that the same cause would continue to 
act in the same direction so long as the Indian mints were closed to silver, there was 
no likelihood of any serious fall in exchange, and, consequently, no prospect of any 
considerable increase of expenditure on this account. If, on the other hand, the basis 
of their proposals was unsound, it was not certain that they would have produced the 
desired effect, and, while a considerable expenditure would have been incurred in 
borrowing in gold and withdrawing rupees from the currency, the operation might not 
have resulted in any material reduction in the charge for exchange. 

Although we sympathise with the Government of India in their desire to shorten 
the period of transition, to inspire confidence in the commercial community, and to 
remove an impediment to the flow of British capital to India, and recognise the force 
of the pressure upon them in the beginning of 1895 to take immediate steps in a 
direction which, it was hoped, would lead to the desired result, we can only say that, 
for the reasons already stated, we do not approve of their proposals, and cannot 
recommend their adoption. 


V. 

A Gold Currency. 

48. It is of greater practical importance at the present time to consider what steps 
the Government of India contemplated taking when, by their methods, that state of 
things had been established which is in actual operation to-day. They did not definitely 
propose to make gold coins a legal tender; but they did not hesitate to express the 
opinion that “ the only state of things which can be called a thoroughly satisfactory 
“ attainment of a gold standard is one in which the gold coins which represent our 
“ standard are those also which are good for payments in England.” As a matter of 
principle, therefore, the Government of India favoured a gold standard with a gold 
currency. 

49. This brings us to the consideration of schemes which have boon proposed* 
for establishing a gold standard without a gold currency. Great stress has been 
laid upon the hoarding habits of the natives of India; and, in view of the direct 
encouragement which a gold currency might give to the hoarding of gold, it 
has been represented to ns by Mr. Lesley I’robyn that, “ if gold coins were passed 
into the currency, it would be at first almost like pouring water into a sieve.” He 
accordingly proposed (i.) to institute a separate issue of gold notes of she denomi¬ 
nation ot'^Ks. 10,000; (ii.) to issue such notes only in exchange for gc d; (iii.) to 
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make them payable (at the option of the holder) either in rupees or in gold; (iv.) to 
make it optional to the Currency Department, when gold is demanded, to pay either in 
sovereigns or in gold bars of not less than 6 71. It was hoped that gold would be 
attracted to India, and that a gold reserve would ba gradually accumulated which 
would be strong enough to allow the Government to undertake ultimately the universal 
convertibility into gold of all rupees and rupee-notes, when presented in parcels of not 
less than Rs. 10,000. Under this scheme the gold standard would be left to automatic 
agencies to establish, and its establishment would coincide with an ultimate under¬ 
taking to exchange rupee currency for gold bars of high value. 

50. On this scheme we remark that, while bullion may be regarded as Ihe 
international medium of exchange, there is no precedent for its permanent adoption 
for purposes of internal currency ; nor does it accord with cither European or Indian 
usage that the standard metal should not pass from hand to hand in the convenient 
form of current coin. No real support for such a scheme is to be drawn from the 
purely temporary provisions of “ Peel’s Act” of 1819, whereby, for a limited period, 
the Bank of England, as a first step to the resumption of cash payments, was autho¬ 
rised to cash, in stamped gold bars, its notes, when presented in parcels of over 200/. 
Little or no demand for gold bullion appear to have been made on the Bank under 
these temporary provisions, which were repealed at the instance of the Bank itself 
in 1821. 

As regards the hoarding difficulty in India, we are not satisfied that the danger 
therefrom is so great as has been suggested. There is little or no likelihood, oven 
according to the most sanguine view, that for a long time to come gold coins, even 
if declared a legal tender forthwith, would find their way to any great extent 
into general circulation. Even under silver monometallism India imported and 
absorbed gold, as sho is doing to-day, and as she may be expected to do in the 
future, no matter what her system of currency. In a strongly conservative country 
like India no sudden changes are to be expected in the habits and customs of the 
people, particularly in matters relating to currency and hoarding; but, while wo must 
look to tlie continuance of the habit of hoarding, we may also feel satisfied that, until 
gold has penetrated into general circulation (so far as the relatively small transactions 
of India permit), there will be no materially increased temptation to the natives of 
India to hoard gold instead of silver. Moreover, the introduction of a gold currency 
into India would not be an untried experiment. A.3 has been shown above, gold coins 
were in common circulation in India generally within living memory, and were expressly 
stated in 1806 to form the principal currency and money of account of Madras. If 
hoarding did not render a gold circulation an impossibility in iho past, we look for no 
such result in the future. 

51. Consequently, we are of opinion that the habit of hoarding does not present 
such practical difficulties as to justify a permanent refusal to allow India to possess 
the normal accompaniment of a gold standard, namely, a gold currency. 

52. Another plan for establishing a gold standard in India without a gold 

currency, was submitted and explained with great ability by Mr. A. M. Lindsay. 
In order to fix the sterling exchange, he proposed to make the rupee currency 
freely convertible in India at a fixed rate into drafts on a sterling fund located 
in London. At the same time rupee drafts were to be sold at a fixed rate 
in London. Assuming a par of sterling in London was to be convertible 

into rupees in India at IG^.d., and rupees in India were to be convertible into 
sterling in London at 15f d.; drafts were to be sold both in India and in London 
to any extent; but the amount in each case was to be not less than Rs. 15,000 
and 1,000/., respectively. In order to provide for meeting the sterling drafts, a 
loan not exceeding 10,000,000/. was to be raised in London, while, so far as the 
available stock of rupees proved insufficient, silver would be purchased (also out 
of the loan) and sent to India to be there coined into rupees. If an excess of 
rupees accumulated as the result of selling sterling drafts, it might bo necessary to 
sell the excess as bullion and credit the proceeds to the sterling fund. Under the 
scheme, rupees would continue to form the circulating medium of India, gold not 
being admitted to legal tender. While Mr. Lindsay held that such a. system of 
currency would answer all purposes and be economical, and might, therefore, he 
permanently adopted, he considered [Q. 4303-4] that his schemo would be the best 
means of leading up to a gold currency, if this were ultimately thought desirable. 

u Y 4223. o 



10 


INDIAN OITJYRENCV COMMITTEE : 


58. It is evident that the arguments which tell against the permanent adcfption of 
Mr. Probyn’s bullion scheme and in favour of a gold currency for India, tell more 
strongly against Mr. Lindsay’s ingenious scheme for what has been termed * an 
exchange standard.” We have been impressed by the evidence of Lord Rothschild, 
Sir John Lubbock, Sir Samuel Montagu, and others, that any system without 
a visible gold currency would bo looked upon with distrust. In face of this 
expression of opinion, it is difficult to avoid the conclusion that the adoption of 
Mr. Lindsay’s scheme would chock that How of capital to India upon, which her 
economic future so greatly depends. Moreover, if the system wore to bo permanent, 
it would base India’s gold standard for all time on a few millions of gold (or rather 
command over gold) in London, with a liability to payout gold in London, in exchange 
for rupees received in India, to an indefinite extent. This was the main reason 
which weighed with the Government of India in deciding not to adopt the scheme, and 
we think they were justified m their conclusion. We are not prepared to recommend 
‘Mi*. Lindsay’s scheme, or the analogous schemes proposed by the late Mr. Raphael 
and by Major Darwin, for adoption as a permanent arrangement ; and existing 
circumstances do not suggest the necessity for adopting any of these schemes as a 
provisional measure for fixing the sterling exchange. 

54. We are in favour of making the British sovereign a legal tender and a current 
coin in India. Wo also consider that, at the same time, the Indian Mints should be 
thrown open to the unrestricted coinage of gold on terms and conditions such as govern 
the three Australian Branches of the Royal Mint. The result would bo that, under 
identical conditions, the sovereign would be coined and would circulate both at home 
and in India. Looking forward as wo do to the effective establishment in India of a 
gold standard and currency based on the principles of the free inflow and outflow of 
gold, wo recommend these measures for adoption. 


W 

Convertibility. 

55. Under an effective gold standard rupees would be token coins, subsidiary to 
the sovereign. But existing conditions in India do not warrant the imposition of a 
limit on the amount for which they should constitute a legal tender ; indeed, for some 
time to cojne, no such limitation can be contemplated. 

5G. It is true that in the United Kingdom the silver currency has a fixed limit 
of 40s., beyond which it cannot he used to pay a debt. But this has not always 
been the case. Prior to 1774 the English Mint was open to silver, and silver 
coins were an unlimited tender. In 1774- the tender of silver by tale was restricted to 251, 
in any one payment, although it was left an unlimited tender by weight. In 1798 the free 
coinage of silver was stopped altogether, the English Mint being thereby closed to 
silver. In 1816, when gold monometallism was formally established by law, 
silver coins were placed on a purely subsidiary footing, with a 40s. limit of tender. 
At the present time the right to coin silver is confined to the Government, who 
arc responsible for seeing that there is no over-issue; and in the exercise of that 
responsibility no additional silver is coined at the Royal Mint for the United Kingdom 
except in response to the automatic demands of trade, as testified by requisitions 
received through the Banks of England, of Scotland, or of Ireland. Seeing that for 
every 20s. of additional silver coin requisitioned the Banks have to credit the Royal 
Mint with a sovereign, there is certainly no temptation to them to demand an over¬ 
issue, the immediate profit on which would go not to themselves but to Her Majesty’s 
Government. While it cannot lie denied that the 40s. limitation tends to emphasise and 
maintain the subsidiary character of our silver coinage, yet the essential factor in main¬ 
taining those tokens at their representatives nominal value is not the statutory limit on 
the amount for which they are a, legal tender in any one payment, but the limitation 
of their total issue. Provided the latter restriction is adequate, there is no essential 
reason why there need be any limit on the amount for which tokens are a tender bylaw. 
It is principally to restriction of the total issue of silver coinage in the United kingdom 
that we attribute the fact that 20 silver shillings (intrinsically worth at present about 
8s. 67.) pass current and are freely received, for all purposes of internal currency, 
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indifferently with the sovereign which they purport to represent. By law there is no 
convertibility of our silver coins into gold. They possess an extra-legal convertibility 
evinced by their being generally and popularly exchangeable into gold, and this quality 
they owe essentially to the fact that they are not issued by the Government in excess 
of the volume required for the purpose which they discharge. 

57. Outside the United Kingdom there are two principal instances of countries with 
a gold standard and currency, which admit silver coins to unlimited tender. These 
countries are France and the United States of America. In France the five-franc 
piece is an unlimited tender and for all internal purposes is equivalent to gold. The 
same remark applies in the United States to the silver dollar. At the present time 
there is no addition to the coinage either of five-franc pieces or of United 
States silver dollars. In the case of the five-franc piece there was free coinage 
up to 1874, in January 1874 the coinage was limited, and in November 1878 
it was suspended altogether. With the repeal in 1893 of the purchasing clauses 
of the Sherman Act, the same result was reached with regard to the United States 
silver dollar. Both in France and in the United States the mints are now closed to 
the coinage of silver coins of unlimited tender. In neither country are such coins 
convertible by law into gold; in both countries alike they are equivalent to gold for 
all internal purposes. For international payments, so far as specie is concerned, France 
and the United States depend ultimately on the international medium of exchange, 
which is gold. ^ In the last resort, it i,s their gold which, acting through the foreign 
exchanges, maintains the whole mass of their currency at its nominal value for internal 
purposes. 

58. II' e do not; doubt that it is, in theory, possible to attain the same result in. India 
as in France and the United States of America by limitation of the quantity of the 
rupee currency. The special difficulty in the case of India is one of degree and not of 
principle. We are unwilling to commit ourselves to the acceptance of the estimates 
which have been made of the number of rupees actually circulating in India. There 
can. be no doubt but that it is very large; and there arc also large quantities of rupees 
m existence which, though not actually circulating, might, under certain conditions, 
be brought into circulation. _ On this account, doubts have been entertained in the 
past whether the mere closing of the Indian mints to silver would, in practice, bo 
attended with such a restriction of the rupee currency as would make the rupee 
permanently exchangeable for gold at a fixed rate. 

ihe experience which has been gained since the closing of the Indian mints supports 
the belief that this result will be attained. From the nature of the case, the demand 
for rupee currency increases every year; there is no evidence that large quantities of 
rupees that were formerly hoarded have been thrown, into circulation since the mints 
were closed ; the exchange has risen steadily since 1894-95, and the rupee is now 
actually exchangeable for gold at the rate of is. Ad .; while the demand for additional 
currency has been so great that over 2,370,000/. in gold has boon paid to the Indian 
Treasury for the purchase of silver rupees. 

The forces which affect the gold value of the rupee are complicated and obscure in 
their mode of operation, and we are unable, therefore, to say positively that the mere 
closing of the mints to silver will, in practice, lead to such a limitation of the rupco 
currency, relatively to the demands for it, as will make the rupee permanently 
exchangeable for gold at a fixed rate; but wo have no hesitation in repeating the 
opinion that the experience of the last few years, so far as it goes, indicates that this 
result is attainable—if, indeed, it has not already been attained. 

59. The position of the currency question in India being such as we have explained 
in the preceding paragraph, we do not consider it necessary to recommend a different 
policy m the caso of that country from that winch is found sufficient in Franco and 
the United States, by imposing a legal obligation on the Government of India to give 
gold for rupees, or, in other words, to substitute the former for the latter on the 
demand of the holders. This obligation would impose on the Government of India 
a liability to find gold at a moment’s notice to an amount which cannot bo defined 
beforehand, and the liability is one which, in our opinion, ought not to be accepted. 

Although the Government of India should not, in our opinion, be bound by law to 
part with its gold in exchange for rupees, or for merely internal purposes, we regard it 
as the principal use of a gold reserve that it should bo freely available for foreign 
remittances whenever the exchange falls below specie point; and the Governmental 
India should make its gold available for this purpose, when necessary, under such 

0 2 
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conditions as tlio circumstances of the time may render desirable. Jfor example, the 
Government of India might, if the exchange showed a tendency to fall below .specie 
point, remit to England a portion of the gold which it may hold,-—a corresponding 
reduction being made in the drawings of the Secretary of State; and, when it has 
accumulated a sufficient gold reserve, and so long as gold is available in its Treasury, 
it might discharge its obligations in India in gold, instead of in rupees. 

01. The exclusive right to coin fresh rupees must- remain vested in the Government 
of India; and, though the existing slock of rupees may suffice for some time, 
regulations will ultimately be needed for providing such additions to the silver currency 
as may prove necessary. The Government should continue to give rupees for gold, 
but fresh rupees should not bo coined until the proportion of gold in the currency is 
found to exceed the requirements of the public. We also recommend that any profit 
on the coinage of rupees should not be credited to the revenue or held as a portion of 
the ordinary balance of the Government of India, but should bo kept in gold as a special 
reserve, entirely apart from the Paper Currency reserve and the ordinary Treasury 
balances. 


VII. 


The Sterling Rat?for the Rupee. 


61. Wo have now to consider the fixed relation which, under a gold standard for 
India, the rupee should bear to the sovereign. Hitherto we have dealt in general 
terms with the question of a gold standard, and our recommendations have pro- 
supposed a fixed relation, but have not specified the actual rata which should be 
adopted. We have now to state to your Lordship the conclusions we have reached 
on this matter. 

62. The Government of India proposed in 1892 to close the Indian mints to silver 
and to pass an Act authorising them to declare gold a legal tender at a rate not 
exceeding 18ti for the rupee. They would not have exercised this power at once, and 
they would have been guided by circumstances and the experience gained by the closing 
of the mints in determining what should he the fixed, permanent, legal ratio between 
the rupee and the sovereign. The rate could not, however, under the law proposed 
by the Government of India, have exccoded 18 /. for the rupee, though it might have 
been lower. 

The proposals of the Government of India were generally approved by Lord Hcrsfchell’s 
Committee, but the Committee recommended a provisional limit which would prevent the 
exchange with India from rising materially above Is. 4 cl. for the rupee. The Committee 
did not recommend that the limit of Is. 4/. for the rupee should be the permanent 
legal ratio between the rupee and the sovereign. Tt left, the question of the permanent 
legal ratio between the two coins to be decided in the light of subsequent experience. 
In paragraph 151 of the Committee’s Report the following language is used ;— 
“ It. would not, of course, lie essential to the plan that the ratio should never bo fixed 
“ above Is. 4 d .; circumstances might arise, rendering it proper, and even necessary, 
“ to raise the ratio ; and the Indian Government might be empowered to alter it with 
“ the sanction of the Secretary of State. Such a scheme would, indeed, in the first 
“ instance, he tentative, and would not impede further action if circumstances should 
“ render it do,-arable.” 

The modifications of the proposals of tho Government of India recommended by 
Lord Hesscheli’e Committee were accepted, the Indian mints were closed to silver, and 
a provisional arrangement was made for giving rupees in exchange for gold at the rate 
of 1 Gd. for tho rupee. 

The maximum limit of 18 <1. for the rupee, originally suggested by the Government 
of India, was not imposed, and the question, of tho permanent legal ratio can now be 
considered in the light of what is expedient in tho present day, and unfettered by any 
promises made, or conditions imposed, in the past. 

68. In dealing with this question at the present day, it is desirable to have in view 
an outline of the whole series of facts of exchange, both before and after the elnsimr 
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Germany demonetised silver, the following table shows the average rate per rupee at 
wljich Council Bills and Telegraphic Transfers on India were sold in London. 


1872-73 

9. 

- 22-754 

1885-86 


d. 

18-254 

1873-74 

- 22-35 L 

1886-87 

- 

17-441 

1874-75 

- 22-156 

1887-88 

- 

16-898 

1875-76 

- 21-626 

1888-89 

- 

16-379 

1876-77 

- 20-508 

1889-90 

- 

16*566 

1877-78 

- 20-791 

1890-91 

- 

18-089 

1878-79 

. 19-794 

1891-92 

- 

16-733 

1879-80 

- 19-961 

1892-93 

- 

14-985 

1880-81 

- 19-956 

1893-94 

- 

14-547 

1881-82 

- 19-895 

1894-95 

- 

13-101 

1882-83 

- 19-525 

1895-96 

- 

13-638 

1883-84 

- 19-536 

1896-97 

- 

14-451 

1884-85 

. 19-308 

1897-98 

- 

15*354 

From these figures it 

1898-99 - - 15-9789. 

will be observed that, after a fall of about 39. 

in the first six 

years, there was comparative stability above 199. for the seven 

years 

from 1878-79 


to 1884-85 ; that, apart from the temporary effects of the passing of the Sherman Act 
in 1890 and the speculation connected therewith, the average rate ranged round 16|9. 
in 1887-88, 1888-89, 1889-90, and again in 1891-92; and that, in 1892-93, the 
average rate had fallen to under 159. It was under these circumstances that, on 
31st May 1893, the Herschell Committee, in recommending the closing of the Indian 
Mints to the public, further recommended that rupees should be coined on tender of 
gold at the Mints “ at a ratio to be fixed in the first instance not much above that now 
prevailing, say Is. 4 d. the rupee.” They did not propose to go back to the so-called 
par of 2s. ; they fixed, provisionally, a maximum limit which was lower by 29. than the 
limit of Is. 69. proposed by the Government of India. Apart from a momentary rise 
to Is. 4 a Lrf. for Telegraphic Transfers on 27th June, the Indian Exchange fell steadily 
away through the second half of 1893 and through the whole of 1894, until on 
23rd January 1895 Council Bills were sold at Is. 0 \^d. Prom that date onwards there 
was, on the whole, a steady and a continuous rise of the exchange, and 16c?. was 
regained (after an interval of six years) in the early days of January 1898. Front the 
beginning of 1898 up to the present time, a rate of 169. has practically been maintained 
without a break, the extreme limits of oscillation for Bills being 15[ ( ' ; 9. and 16|9. 

64. In tbo year 1898-99 the total volume of the export trade exceeded that of all past 
years, amounting to over Rx. 120,000,000 and showed a net surplus over total imports 
of no less than Itx. 30,000,000. As wo have pointed out, this result was achieved 
with a 169. rate of exchange, and without monetary stringency. We have further 
pointed out that in the year 1898-99 the Government of India has been able to 
accumulate a gold reserve of 2,378,609k, which will contribute towards the main¬ 
tenance of exchange. Moreover, the continuance of existing arrangements, under 
which no fresh rupees are coined except in exchange for gold at a fixed rate, must tend 
more and more to establish the exchange at such rate and to ensure the gradual and 
automatic introduction of a gold currency to supplement, in response to tho growing 
demands of trade, the relatively shrinking stock of rupees. 

65. Although the limit of Is. 49. for the rupee was declared to be merely provisional, 
it has been regarded generally as the permanent rate at which the Indian monetary 
standard was to be transferred from a silver to a gold basis. There are some who 
would prefer a lower rate, and there are others who aro prepared to accept a higher 
rate ; but it is not desirable, in the absence of any strong reason, to adopt a rate 
different from that on which calculations have been based, and which has formed the 
ground of practical action. 

We also desire to point out that the rate of Is. 49. is that of the present day ; prices 
in India may be assumed to have adjusted themselves to it. and the adoption of a 
materially lower rate at the present time would cause a distinct and, in our opinion, a 
mischievous disturbance of trade and business. The onus probandi rest% on those who 
would now propose a different rate. Between the rate of Is. 49. and the rate determined 
by the bullion value of the rupee, there is no one rate which can be described as natural 
or normal, rather than any other rate. 
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66. Various proposals have lseen made for disturbing the existing rate by ’the 
substitution of another rate. It has been proposed to fix the rate at I#, l-id., Is. 2fZ., 
Is. 2 j \-d.. Is. 3d., and Is. 6 d. All these proposals are arbitrary, and involve a dislocation* 
of the existing ratio between rupee prices and sterling prices. For such disturbance 
no adequate reasons, in our opinion, have been adduced. In great part those proposals 
(other than that of l.s. G cl.) are based on the belief that a lower sterling value of the 
rupee would cause a rise in rupee prices, benefit the Indian producer, check consump¬ 
tion of foreign goods, and so affect the balance of trade as to promote the importation 
of gold needed for expanding the volume of currency to an extent commensurate with 
the rise in the scale of prices. 

In our opinion a rise in prices which expresses only the depreciation of the currency is 
no gain to the community as a whole, and, although the fixing of a lower denomination 
in sterling for the rupee might for a time give some advantage to producers and 
induce for a limited period a larger importation of gold than would otherwise take 
place, this would be at the expense of every holder of a rupee, or debt or security for 
a fixed amount of rupees; and the taxpayer would again be compelled to provide a 
larger amount of currency to meet the sterling requirements of the State. It; is not 
by such an expedient as the writing-down of the rupee in sterling that a permanent 
stimulus can be given to production or to the importation of the standard metal. Wo 
see no sufficient reason for altering the existing relations of prices and the e-sential 
conditions of contracts expressed in Indian currency, or for reversing the course of 
exchange and returning to some basis of value which may have prevailed during the 
interval between the fall and partial recovery in the sterling value of the rupee, and 
which does not possess elements of permanent stability in a higher degree than the 
present rate. We are, therefore, of opinion that the permanent rate should be that 
which has been adopted as the provisional rate in the past, and which it? also the 
market rate of to-day, viz., Is. 4 cl. for the rupee. 

67. In recommending a fixed legal rate of b. 'Id., wo are not unanimous, though tlio 
majority hold t he views we have just expressed. 

One of our number would not fix the permanent, rate at once, but would leave that 
question to be decided in the light of further experience,—the final rate being fixed 
either below or above I6d., as further experience might show to be expedient. We 
are of opinion that, any advantage which might arise from this course is more than 
counterbalanced by the importance of removing doubts as to the future policy of 
the Government of India, and giving increased confidence to those who are engaged 
in commercial and financial business in connection with the Indian Umpire, 

68. Two other Members of the Committee are not prepared to accept the rate of 
l.s. Ad., and recommend that it should be fixed at Is. 3d. 

It is argued that the rate of Is. 8 <1. will be more favourable to the Indian export 
trade than Is. Ad .; but we have already expressed the opinion that any advantage to 
the export trade that is gained in this way, is gained at the expense of other members 
of the community, and is only temporary. If the rate is to bo fixed at Is. 3d. in order 
to benefit the Indian exporters and the Indian producer of articles of export, the same 
argument would justify a further reduction to b. 2d., and so on, without any limit 
which wc have been able to discover. Nor Go wo think there are any good grounds 
for holding that the gold standard cannot be established in India at l.s. Ad., while it 
can be established at Is. 3d. 

if it is impossible at Is. Ad., it will be impossible at Is. 3d.; and wo have already 
dealt in paragraph 66 with the question of the temporary Joss and gain to individuals 
and classes of the community caused by a lowering of the existing rate of exchange. 
U o would add that, if the exchange were now lowered from Is. Ad. to Is. 3d., the 
classes of the community who would gain are those who liave already gained i hrongh 
the fall from 2s. to Is. Ad., and the classes who would lose are those who have already 
lost through that. fall. Stronger reasons than appear to us to exist would he needed 
to justify a measure which would have the effect, of adding to the gains of the former 
classes and intensifying the losses of the latter. 

It is said that the conditions prevailing in 1898 show that Is. 3d. in the rate that 
should have been adopted at that time. We do not accept this argument, end the 
conditions have changed since 1898. The rate of Is. 3d. may have prevailed shortly 
beforo the mints were closed, but the rate of that time was a fluctuating r ,te. If 
the mints had been closed some years earlier, and the market rate had been 
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adopted, the permanent rate would have been considerably higher than 1.?. 4 d. ; 
if they had been closed some years later and the same principle had been followed, 
the permanent rate would have been lower than Is. 3d. As we have already said, 
between the rate of to-day and that determined by the bullion value of the rupee, 
there is none which can ho described as natural or normal; and we can find no 
good reason for making the permanent rate depend upon the accident of the date 
on which the Indian mints were closed to silver. 

It is true that Lord HerschelTs Committee remarked that “ to close the mints for 
“ the purpose of raising the value of the rupee is open to much more serious.objection 
“ than to do so for the purpose of preventing a further fall;” but an undue stress is 
laid on these words when they are used as an argument against permanently adopting 
a rate of l*. 4d, since that Committee actually adopted a provisional rate of 
Is. 4 d. and expressly said that circumstances might arise rendering it proper, and even 
necessary, to raise the rate. 

69. We recommend that there should be no change in the existing relation of the 
rupee to the sovereign. The experience gained since the mints were closed in 1893, 
and particularly that of the last eighteen months, appears to us to justify the 
anticipation that the existing rate of Is. 4>d., will, with possible temporary fluctuations, 
due to the course of trade, bo maintained in the future. 


VIII. 

70. In conclusion, we desire to record our opinion that the effective establishment 
of a gold standard is of paramount importance to the material interests of India, 
Not only will stability of exchange with the great commercial countries of the world 
tend to promote her existing trade, but also there is every reason to anticipate that, 
with the growth of confidence in a stable exchange, capital will be encouraged to flow 
freely into India for the further development of her great natural resources. For the 
speedy attainment of this object, it is eminently desirable that the Government of 
India, with whom it will rest to decide when successive steps should be taken, should 
husband the resources at their command, exorcise a resolute economy, and restrict 
the growth of their gold obligations. 

71. We desire to express our high appreciation of the assistance which Mr. 
Chalmers has rendered to us throughout the whole course of this inquiry. We feel it 
to be our duty to recognise in the strongest terms the knowledge, ability, courtesy, 
and industry which he has displayed and which have greatly facilitated our labours. 

HENRY H. FOWLER 

BALFOUR OF BURLEIGH. 

*,TOHN MUIR. 

FRANCIS MO WATT. 

D. BARBOUR. 

C. H. T. CROSTHWAITE. 

ALFRED DENT. 

F, 0. LE MARCH A NT. 

E. A. IIAM LEO, 

W. H. HOLLAND. 

*ROBT. CAMPBELL. 

Robert Chalmers, 

Secretary. 


* Subject to a reservation as to tlie ratio 1o lie adopted between gold and the rupee and the points connected 
with that question in regard to which our views are expressed in the subjoined Note. 
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Although X am aware that the question of the banking facilities of India was 
not referred to the Committee, I venture to all special attention to the first part, of 
paragraph 22 where it is pointed out that ncy have not of late years kept pace 
with" the increasing trade, and, further, to draw attention to the fact that it has 
been considered wise in Europe to entrust the carrying out. of currency laws to 
banks established or strengthened for that purpose. In my opinion, a strong bank, 
properly constituted, would be a powerful assistant in giving effect to any regulation 
having the convertibility of the rupee in view, and that, working under* proper 
currency regulations, such a bank would be likely to carry them out in a more 
effective way, and in a manner more in harmony with the trade wants of the 
country, than any Government Department, however well administered, could possibly do, 
I venture to call attention to this point because I believe that the success of the 
recommendations of the Committee, if adopted, will very much depend on the banking 
wants of tbe country being assisted in times of pressure, and curtailed in times 
of slackness; and this, in my opinion, could only be done by tbe establishment of 
some institution having ample facilities at its disposal, and framed ori somewhat 
similar lines to those of either the Bank of England or the Bank of France. 

E. A, HA MBRO. 


Since the Committee was appointed, the condition of the money market in India has 
so greatly improved that the immediate settlement of the currency question has, in my 
opinion, become less urgent than it was in the spring of 1898. 

Tinder existing conditions, gold is not—-in form—-a legal tender in India; yet, tor all 
practical purposes, the sovereign is now a legal tender for 15 rupees, because the 
holder of a sovereign can obtain for it 15 rupees at the Government Ireasuiy, and 
these 15 rupees constitute a legal tender. To make the sovereign a legal tender at the 
rate of 15 rupees, is therefore only a change in form and not in substance, and will 
neither strengthen oxchango, nor be likely to lead to a greater import of gold into 

India. , .. 

It may be that further experience will show the balance of advantage to lie 
witli a lower exchange than Us. 4 d.', or, on the contrary, circumstances might 
conceivably arise (c.j/., silver legislation in the United States) which would necessitate 
a higher rate. In view of these possibilities, and of the fact that the existing monetary 
conditions of India are not, in my judgment, producing any serious evils, 1 am of 
opinion that no action should be taken at the present time, in the direction of finally 
settling the rate between the sovereign and the rupee; but that the question should be 
left to be decided in the fuller light which would be afforded by further experience. 

Subject to these remarks, I am in general accord with the principles of the Keport, 

W. H. HOLLAND. 


We do not admit that the experience of the last six years justifies the adoption of a 
Is. 4 d. ratio. For five years after the closing of the mints exchange never effectively 
reached that level in the sense of bringing gold to the currency; and, while giving 
due weight to the fact that during the last six months the Currency Department has 
received a considerable amount of gold, we cannot agree that a single year of 
unprecedentedly large exports, arising from exceptional causes, is a sufficie t basis 
for assuming that this will continue to the extent necessary for India s currency 
requirements. The great rise in the urice of wheat in April/June of last year 
increased the Indian exports of that article to Ex. 9,720,333, as compared with 
Ex 1,341,151 in 1897-98 and an average of Ex. 2,750,137 m the five years 1893-94 
to 1897-98 inclusive. The exports of rice were also Ex. 3,500,000 above tbe average 
of the previous five years. But for these exceptional causes, last year’s total exports 
would not have been unusually large, and it may bo questioned whether gold would 
have found its.way to India as currency in any quantity. _ 

A review o*f the circumstances which accompanied the closing of the mints, is 
sufficient to show that the violent disturbances which unsettled exchange for several 
years, were mainly due to the arbitrary enhancement of the rupee to Is. 4d. ('n 31st 
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May 1893, the date of the Herschell Committee’s Report, exchange stood at Is. 2 *d. 
It will be remembered that although the Report was not made public till the 26th June, 
thb (lay the mints were closed, its purport became known to a group of speculators 
almost as soon as it was signed (a correct summary was published in a continental 
newspaper on the 7th June). This led to immense speculation in exchange and rupee 
paper, in connection with which unusually large remittances were made to India. 
Between the 31st May and the 6th June no less than Rx. 3,780,000 Council bills were 
taken, and in addition 1,180,000/. of bar silver was shipped. It was then believed that 
the closing of the mints would establish a Is. 4 d. rate, and consequently there was a 
strong movement to remit money out at anything under it. Exchange touched Is. 4c/, 
for a day on the 27th June, but it soon became apparent that the rise had been 
overdone, and the downward movomont which followed, assisted by the plethora of 
money arising from the above operations, carried exchange as much below its level as 
it had previously been forced above it Had a Is. 3 d. rate been adopted, these wide 
fluctuations would not have taken place ; and we believe the market would have 
settled down to it without much difficulty, that gold would have gone to India as 
currency to a fair extent in 1896-97 if not earlier, and to a larger extent in 1897-98, 
and that the intense monetary stringency of these two seasons would have been 
avoided. 

When exchange began to advance after touching its lowest point on the 23rd 
January 1895, it gradually recovered without any pressure on the money market till 
Is. Sri. 'was reached in November 1896. Uhe Presidency Banks’ rates were then 6 to 
8 per cent., the latter being the highest rate touched during the period in question. 
It was only when exchange began to rise above Is. 31 that stringency was 
experienced ; and that the raising of the rate by the additional penny required to bring 
relief in the shape of gold, became a difficult process accompanied by extreme 
monetary pressure. 

These considerations appear to us to point to Is. 31 as the ratio which should bo 
adopted rather than a forced ratio of Is. 41 

The advocates of a Is. 41 ratio point to the fact that this rate has now been, more 
or less, effective for the last 18 months, thereby establishing a status quo which it 
would be unwise to disturb. This argument would have greater weight if the status 
quo had been arrived at in a natural way ; but the circumstances under which it was 
reached have only to bo considered to deprive it of any value. With no fresh 
currency otherwise obtainable, the monopoly rupee was bound in time to rise to 
whatever gold point the Indian Government chose to fix, and the fact of its having 
risen in five years to Is. 41 is of itself no more a proof that Is. 41 is an equitable 
ratio than it would be in regard to Is. 61 or Is. 81, which could equally be reached 
in course of time. To arrive at a rate in this manner and then point to the accom¬ 
plished fact as disposing of any question of its propriety is not convincing, especially 
if there is reason to believe that a rupee so greatly enhanced is calculated to have an 
injurious effect on the country’s interests and to retard or even jeopardise the success 
of the gold standard. 

We approve of the principle that India should be allowed to acquire the necessary 
gold by means of the trade balance in her favour. But to enable her to do so, anything 
calculated to injure that balance should be avoided. This is equally imperative on the 
ground that it is on the trade balance that India also depends for the power to meet 
her foreign obligations; and the rate of exchange, or the ratio fixed between gold and 
the rupee, is of the greatest importance in its bearing on her ability to maintain a 
balance of exports over imports, sufficient to meet both these requirements. 

The Committee have obtained a great deal of evidence as to the effect of exchange 
on trade, and, although opinions differ, this at least is undoubted, that the rate of 
exchange has a direct influence on the rupee prices of articles of export and import. 
A lower exchange gives the Indian exporter a higher rupee price for his produce, 
without raising the gold price to the foreign buyer, while compelling an importer of 
foreign goods to exact a higher rupee price to cover his gold outlay. A higher 
oxchange on the other hand lowers the rupee pi-ice of native produce, while enabling 
the foreign importer to soil his goods cheaper. An appreciated exchange through its 
action on prices has thus a double effect on the trade balance, by checking exports 
and stimulating imports. And that this is not of the temporary character which some 
maintain is shown in India’s opium trade with China. 

Owing to the closing of the mints, China exchange on India has fallen from about 
306 rupees per 100 taels in 1892-3 to the present level of about 204 rupees, it has been 
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kicker price for opium in China, to givv the Indian 

-J-r- K * ,1 - t* l , ,1 ... P .1 j__ n .. * ... 


Viewed in this light 


the course of the trade is 


* These figures are taken from the 
“ .Financial and Commercial Statistics,” up 
to the cud of 1897, published hy the 
Government of India, The volume em¬ 
bracing 1898 is not yet issued. 


oven lower ; thus necessitating a 
exporter the same rupee return, 
instructive. 

There has been an advance in the tael price in Shanghai from an average (Patna, 
Benares, and Malwa together) of about 397 taels per picul in 1893 to 556 taels in 
1897, notwithstanding which tho price in India has fallen from an average of about 
Rs, 1,202 per chest in tho former year to about Us. 1,114 in tho latter, while Indian 

exports have diminished from 75,381 chests in 
1892-3 to 56,069 chests in 1897-98J Wo thus 
see the effect of the enhanced rupee in a falling 
oft’ in the Indian exports and a lower rupee price, 
—.the rise in the tael price, large as it is, not 
having gone far enough (being chocked by film 
stimulus given to Ckineso native competition) to enable India to export to the same 
advantage in face of the adverse exchange. Looked at from China’s point of view, 
the effect of the fall in the tael exchange in checking imports into China is equally 
apparent, and the truth of the principle that a rise in exchange checks t sports and 
stimulates imports, while a fall has tho contrary effect, is thus shown in the trade of 
both countries. In the Budget Statement of March 1899, paragraph 166, the Finance 
Minister makes the following comment in his remarks on opium:—“Tie growing 
“ competition of tho China drug has prevented the price in China frotr rising in 
“ proportion to the increased value of tho rupee due to the currency legislation of 
“ 1893.” For “ increased value of the rupee ” read “fall in the China exchange on 
India,” and there could not be a clearer confirmation of the effect of the enhancement 
of the rupee on India’s opium trade. It must be added that the export of opium to 
China increased last year to 67,128 chests, which is explained in the same paragraph 
to bo “largely due to a scanty crop in China.” 

The opium trade has been described as a dwindling trade at the best, but it is 
impossible to doubt that the falling off in the last six years is largely due to the 
enhanced rupee. dH; 

Another branch of India’s trade with the Far East—her exports of cotton, cotton 
yarn, and goods—is also exposed to a danger which it would be unwise to aggravate 
by pushing the enhancement of the rupee too far. Within the last few years an 
important cotton mill industry has sprung up in China and Japan for the supply of 
their home markets, although the effect on India has scarcely yet had time to manifest 
itself for two reasons,—first, that Japan uses Indian cotton largely in her mills, which, 

so far, places her products on a level with those of 
* Although Japan is on a gold basis, it is India,'- and, secondly, because the China mills only 
'»«■ 11 ratk l oa«ivalvnt to 11 >,/. per rupee as Qperation * in the end of 1 896 (Q. 12, 493), 

compared with Ind.as L, Ad. g0 that the industry is still in its infancy. The 

conditions, however, which have assisted the competition of China-grown against Indian 
opium may in time bo equally effective in regard to cotton. There are indications that 
the cultivation of cotton is extending (Consular Report, p. 57, Vol. II.), and, if Japan 
should find it more advantageous to buy her cotton in China, a serious blow may in 
time be dealt to another branch of India’s export trade. 

We do not ignore the evidence as to the appreciation of copper cash, which as the 
usual wage-paying medium in China must largely govern the cost of production. Wo 
are told (Q. 8,250-2) that it has appreciated in relation to silver about 15 per cent, in 
the last five or six years. This represents less than half the fall in the China exchange, 
so that a modification of the present enhancement of the rupee is still necessary to put 
India on fair terms of competition with China. 

India’s disadvantage is not less real in her competition with silver standard c ountries 
for the export trade to neutral markets. As regards tea, China with her do]la * at its 
bullion value will be greatly assisted by an enhanced rupee in her endeavours to 
recover her former predominant position. Although her exports of tea to the United 
Kingdom are now comparatively small, her total exports amounted to 205,000.000 lbs. 
last year. Her productive power is, therefore, by no means crippled, and it would be 
a mistake to think that India can afford to disregard her competition. 

In principle, the effect of an enhanced rupee equally applies to India’s trade with 
gold standard countries, although as sterling exchange has never fallen to ih ) silver 

bullion point* it may be less marked. . c v;> . 

Without going so low as that point or even tho lowest rate touched since ft M, tUe 
arbitrary enhancement of the rupee has been considerable, and the step taken r,l it year 
went a good deal beyond merely checking a further fall. Referring to the Re iort of 
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the Hersehell Committee, we find that, after discussing at some length the probable 
effect* on Indian trade of a rupee divorced from its bullion value, they made the 
following important statement in paragraph 135 : “ It is impossible, in view of these 

“ considerations, not to come to the conclusion that to close the mints for the purpose 
“ of raising the value of the rupee is open to much more serious objections than to do 
“ so for the purpose of preventing a further fall.” The value of the rupee on the 
31st May 1893, the date of the Committee’s Report, was la. 2f d., and it is difficult to 
reconcile the above declaration with their conclusion recommending a ratio of Is. 4d, 
or more than 9 per cent higher. Even applying the expression “ preventing a further 
fall” to the date of their appointment, the 21st October 1892, the rate of exchange 
then was Is. 3 * 06d., on which Is. 4 d. represents an enhancement, of 6 per cent. 

As to the compensating adjustments which are said to make up to the producer for 
the smaller rupee price he has to accept for his produce in consequence of a higher 
exchange, we are unable to see where they are to come from—they have not yet been 
arrived at in the case of opium. The evidence shows (Q. 9612-0) that wages in 
India, that is cost of production, have not fallen since the rupee was at 12^tf. four-and- 
a-half years ago, nor does it appear that any fall is likely, even if such a thing were 
desirable, so that there is no compensation to be looked for in that direction, nor do 
we think it can be expected from a rise in the sterling prices of those articles in which 
India competes with other countries, Indian wheat, for instance, has to compete in 
the European markets with the wheat of Europe, the United States, Canada, Argentina, 
&c., and forming but a small proportion of the total supply can have an equally small 
influence in determining movements in the price. If a rise in the sterling exchange 
renders it necessary that India should get a higher price for wheat in England to give 
her the same rupee return, is it likely that the holding back for a higher price of a 
few thousand tons of Indian wheat will have any appreciable effect in that direction 
while the homo supplies and the imports from these other countries are pouring in as 
usual ? Any attempt to establish a rise for India’s benefit would at once be swamped 
by increased supplies from other quarters. The market will not concern itself with 
the larger or smaller rupee out-turn realised by the Indian grower, who will either 
have to take the current price or do without; and the lower rupee price caused by the 
higher exchange must therefore represent a loss to the producer. 

It is on this aspect of the question that we base our strongest objection to the Is. 4c7. 
ratio,—its effect as an unfair tax on native production while conferring a bounty on 
imported goods, it is not a sufficient reply to this to say that, as imports are paid for 
by exports, the gain and loss to the community are equal. This is evident when we 
consider that the native producer is the class which loses, while the class which gains 
is the consumer of imported goods. It can never he sound policy to handicap native 
industry while giving a bounty to foreign imports, and in the case of India with largo 
foreign obligations, which can only bo met by surplus exports of produce, it would be 
a fatal course to pursue. But beyond the effect on exports and imports so far as they 
balance each other, it still remains that with a Is. 4 d, exchange the cost of providing 
at Rs. 15 each the 17 million sovereigns annually required for the homo charges is a 
tax which falls entirely on the producer. The more the rupee is enhanced—the lower 
the sovereign is valued in rupees—the more cheaply can the Government make its 
annual remittances. But this advantage is not obtained without being paid for, and 
the question who pays is not difficult to answer;—it is the producer, who has to accept 
so many fewer rupees for the produce he has to sell. If with a Is. Ad. exchange the 
holder of a sovereign can only get Rs. 15 for it, he cannot afford to pay so many 
rupees for a ton of Indian produce as if with exchange at Is. 3d, he could convert his 
sovereign into Rs. 16. To deny that arbitrary enhancement of the currency is a tax, 
and to argue that the producer is no worse off in the long run, that wages and other 
charges must in time adjust themselves to its altered value, is to maintain the 
dangerous principle that the Government may lighten its liabilities without injury to 
anybody by a step of this kind. Such a step is undoubtedly a tax on production, and 
if the Government plead that in the absence of any other available source of revenue 
trade must bear it, it is unwise to throw the whole of it on one side of trade, the side 
which it is least expedient to tax, and to penalise production while giving a bounty to 
foreign imports. The present duty on imports does not counterbalance the bounty 
conferred by a Is. Ad. exchange, and the burden would be more equit-ably•adjusted by 
reducing the ratio to Is. 3d. In addition to its beneficial effect on trade this would 
relieve production by about 6J- per cent., while depriving foreign competition of a 
corresponding bounty, and last year’s favourable Budget gives ground for the hope 

« V 1223. 
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that the additional cost to the Government would be made good *ont of existing sources 
of revenue. • . 

The ratio is still an open question. In his speech introducing the Act of 1893, 
Sir David Barbour stated that it was left open to be decided by the light of future 
experience. The Government, therefore, are not committed to I*. 4 d., they are 
perfectly free to alter the ratio now without exposing themselves to any charge of 
weakness or breach of faith. The desirability of adhering to existing conditions 
should not be allowed to weigh at the present stage. Whatever objections shore may 
be to altering the ratio now, they are trifling in comparison with wha.r, will be 
experienced later, should the present ratio not be found practicable. To amend the 
ratio now would only be to act on the reservation made in 1893, to do so later, after 
having formally adopted Is. 4d. would be a much more serious matter. 

The test of a proper ratio is not merely that it should enable the Council Bills to 
be absorbed, or even its power to attract gold in an exceptionally prosperous year. 
It should be such as to do so in normal times sufficiently to provide for any drain 
occasioned by an exceptional adverse season, and to allow gold to gradually 
accumulate and supplement silver in the currency. To aim at a ratio which would 
fail to accomplish this for the sake of getting a high price for the Council Bills, 
would be to starve the currency, injure trade, and invite an ultimate breakdown. As 
India is debarred from obtaining any fresh silver currency, no difficulty t Mould be 
placed in the way of her requirements being satisfied by gold. The ratio adopted 
should, therefore, be one which will encourage the free inflow of gold rather than one 
which, even if it might attract some gold in a year of unusually large exports, would 
fail to do so in ordinary times. In the one case Indian trade would have the 
advantage of a full supply of currency and easy rates of interest; in the other it 
would be continually harassed by monetary stringency and by a lame and inefficient 
currency system which would, sooner or later, prove a failure. 

The success or otherwise of the gold standard will largely depend on the rupee 
value put upon the sovereign. The higher the rupee is raised above its bullion 
value, the more difficult will the establishment of the gold standard become. On 
the value put upon the sovereign will depend not only the extent to which gold 
is brought into the currency, but also how far it will bo allowed to remain in 
circulation, or will disappear, driven out by the over-valued rupee. It is significant 
that, of the immense amount of gold held in India, practically none has been tendered 
to the Currency Department, even during periods of extreme monetary press ui 3. What 

has been acquired has, with a trifling e xception, 
been imported gold.* This is not reassuring as 
to the result when gold is made legal tender 
and a sovereign and Its. 15 are supposed to be 
mutually interchangeable. India is a large 
consumer of gold, and to undervalue it in relation to the rupee will have the effect, 
not only of discouraging its tender to the Mint, but of encouraging the market to 
supply itself by withdrawals from the currency. The successful establishment of a 
gold standard will not be promoted by insisting on getting gold too cheap. 

G-oing back to 1893, the conditions then prevailing clearly pointed to Is. 3d. as the 
ratio which should have been adopted then ; and we can sec nothing in subsequent 
experience to justify the belief that Is. 4 d. is the more suitable ratio now. On the 
contrary, we consider Is. 4 d. an extreme ratio, which imposes too severe a tax on 
production, and is calculated to injure the trade balance necessary for India’s 
solvency, and that the corresponding ratio, of Us. 15 per sovereign, by pu f ting too 
low a value on gold, will tend to prevent its going into or remaining in circulation, 
and thereby endanger the success of the gold standard. 

We believe Is. 3d!., or Rs. 16 for a sovereign, to be a ratio which woulc not he 
injurious to India's interests, and under which she would be able to acquire by trade 
influences the gold necessary to make the gold standard effective. W r e therefore 
recommend that the ratio should be altered from Is. 4d. to Is. 3d., or to Rs. 16 per 
sovereign, instead of Rs. 15. 

In making this recommendation, we cannot he regarded as advocating a depreciated 
currency, in the true sense of the phrase. We are a long way from the point at which 
the term depreciation would be appropriate ;—the rupee at Is. 4 d. is, on the ontrary, 
immensely appreciated, and in urging a change to Is. 3d. we are only seeking t - correct 
what we consider to be an excessive, arbitrary enhancement. 

ROBT. CAMPBELL. 

JOHN MUiU 


* Of Ex. 3,430,000 received by the 
Currency Department up to 19th June last, 
only Ex. 42,500 in Bombay and n trifling 
amount in Calcutta came from gold held in 
India ; the balance was all imported. 
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Sterling borrowing in order to acquire gold is so prominent a feature of the 
G-evdrnment of India’s proposals and of other schemes which have been put before 
the Committee, that we consider it desirable that the principle of borrowing for such a 
purpose should be thoroughly examined. 

Sterling borrowing is in itself objectionable on the ground that it aggravates the 
exchange difficulty by permanently increasing the home charges, but there are special 
reasons besides against borrowing for the purpose of establishing and maintaining a 
gold standard. If India is unable to acquire gold except by borrowing, that alone 
would go far to prove her unfitness for a gold standard and her inability to retain 
gold so acquired. Gold attracted to the currency by trade influences might reasonably 
be oxpected to remain in circulation, but there could be no certainty that gold brought 
in by borrowing would do so; the presumption would be rather the other way, 
because short of withdrawing rupees to make room for it (a proposal which has been 
universally condemned), it is difficult to see how borrowed gold could be introduced 
into the circulation without creating monetary conditions which would drive it back 

to England again. . . , . , ... , 

If, however, as we believe, India is able to obtain the necessary gold by means ot 

the trade balance in her favour in the same way as she formerly obtained her silver 
currency, why should the expensive and objectionable method of borrowing be 
resorted to ? The only advantage of borrowing would be to hasten convertibility, an 
advantage which would be gained at the expense of any assurance of ultimate success, 
or any certainty that the borrowed gold would not begin to disappear as soon as 
convertibility was attempted, while the disturbing influence on the Indian money 
markets of bringing in large amounts of borrowed gold would not be wholesome. 
A measure on the other hand under which gold would flow to India gradually as trade 
arid currency requirements dictated, even if it took several years to introduce into 
the circulation sufficient to make the standard fully effective, would carry with it a 
confidence which could never be inspired by the sight of gold forced in by artificial 
means, while the automatic supply of currency as from time to time required would 
keep the money markets from either undue plethora or stringency. 

Italy furnishes a practical illustration of the result of attempting to establish a gold 
standard by means of borrowed gold. The Italian Government obtained by sterling 
loans a large amount of gold for that purpose, but they have not succeeded in their 
endeavour. They dare not allow the gold they borrowed to go into circulation, 
because it would at once be exported. At the present rate of Italian exchange the 
gold, if obtainable, would give a profit of 6 to 7 per cent, to send abroad, and, with 
the foreign exchange so much above the gold point, tho gold standard has 

disappeared. ... ... 

A. further objection to forcing gold into the currency by borrowing, is the effect 
it would have in obscuring the proper ratio between gold and the rupee, the ratio at 
which a gold currency would be practicable, and the mischievous effect it might have 
in enforcing for the time a ratio which without tho continued support of borrowed 
gold might prove to he unworkable and would therefore ultimately break down. 
With 120 crores of rupees in circulation, which must continue to be unlimited legal, 
tender for years to come, the change from a silver to a gold standard is not tho simple 
question of raising so much gold and putting it into circulation at any arbitrary ratio 
to the rupee which may be chosen. The lower gold is valued in relation to the rupee., 
the greater will be the difficulty of keeping it in circulation and tho greater the danger 
of tho under-valued gold disappearing, leaving the sterling debt as the only lasting 
result of the operation. A gold standard and currency can only be established and 
maintained on conditions which will permit of gold flowing freely to India in obedience, 
to trade requirements, and any measure which attempts to override these conditions 
and force gold in by artificial means will break down sooner or later. 

For these reasons we are opposed to sterling borrowing, whether for the establish¬ 
ment or the maintenance of a gold standard. Borrowing to support the standard once 
resorted to, it would be impossible to know when to stop, and the only safe course is not 
to begin. It is on trade support that the maintenance of the gold standard must in 
the long run depend, and any saving of delay through borrowing would not be worth 
the risk of finding, after having incurred a load of sterling debt with its consequent 
addition to the home charges, that an impracticable scheme had been pursued which, 
when left to its own merits would break down. 

ROBT. CAMPBELL. 

W. H. HOLLAND 

JOHN MUIR 
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The Government of India to the Secretary of State for India, Calcutta, 
‘3rd March , 1898.— Received March 21st. 

No. 70 (Finance). 

My Lord, 

During the period which has elapsed since we wrote our Despatch of 
16th September 1897, No. 261,* our attention has been drawn by circumstances 
to the pressing necessity of taking active measures to secure the stability of 
exchange which was the main object of the policy adopted in June 1893. 

2. Our experience since 1893 has put beyond doubt one of the main 
principles upon which the legislation of that year was based—a principle which 
was challenged at the time—namely, that a contraction in the volume of our 
silver currency, with reference to the demands of trade, has the direct effect of 
raising its exchangeable value in relation to gold. Before 1893, while the mints 
were yet open, the value of the rupee as measured in gold continually declined 
with the decline in the value of silver ; but since 1893, although the value of 
silver as a metal has continued, speaking generally, to decrease, the decrease in 
the value of the rupee has been arrested. The main difference in the conditions of 
the two periods was that before 1893 the amount of coin in circulation was 
allowed to increase automatically so as to be sufficient to meet the demands of 
trade at its reduced value, while since 1893, this automatic increase being 
stopped, the value of the rupee has been determined rather by the amount of 
coinage in circulation, than by its intrinsic worth. We are justified in coming to 
the conclusion that if the measures taken in 1893 had been taken at an earlier 
date, and the increase which took place in the amount of coin in circulation for 
some years before 1893 had been prevented, the rupee would never have fallen so 
low in value as sixteen pence. It would follow from this that if we could now 
restore the circulation to the condition in which it was a few years before 1893, 
and could in some way reverse the increase of circulation which has immediately 
taken place, we should effect the object of raising the value to at least sixteen 
pence. 

3. The scheme of 1893 did actually contemplate, as we shall presently show, 
this reversal of the increase of circulation effected during the years immediately 
preceding, but so far as it has hitherto been carried into effect it has merely 
stopped further increase. The average annual addition to the currency when the 
mints were open was about seven crores, of which, however, a part only, perhaps 
half, was a permanent addition, an amount equivalent to the remainder being- 
removed from the circulation principally for the purpose of conversion _ into silver 
ornaments. It was hoped that the stoppage of an annual addition of this 
magnitude to the rupee currency and the gradual contraction of the. currency 

* See Parliamentary Paper C—8667, page 9. 
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which always occurs under the operation of ordinary causes, such as the with¬ 
drawal of coins reduced below the current weight by wear and tear and the loss 
or disappearance from circulation of coins, would, in the presence of the increasing 
demands of a continually expanding trade, suffice within a limited time to remove 
the effect of such increase of coinage as had taken place within a few years 
immediately preceding 1893, and thus restore the exchange value of the rupee to 
sixteen pence. 

4. It was supposed at first that the process would not be unduly prolonged, 
hut experience soon indicated that the amount of coin to be withdrawn before 
a rate of sixteen pence could be made operative was very large indeed. The 
suspension of the Secretary of State’s drawings in 1893-94 and the consequent 
withdrawal of about 10 or 11 crores from the circulation proved insufficient even 
in the busy season to maintain the rupee at an exchange rate of 1 b-fad. It soon 
became evident also that new influences of an adverse nature had been called into 
play, and that the process of raising the rupee to the desired exchange value might 
be prolonged, and might be accompanied by fluctuations which, though not nearly 
approaching those of the past, were yet sufficiently large to cause great incon¬ 
venience, both to the public in carrying out the operations'of trade and to us in 
the management of the Government finances. Immediately after the c.osure of 
the mints, there was a considerable importation of rupees into India fro n other 
countries in which they circulated, though this continued for only a few months, 
and on the whole there has been, since October 1893, a net exportation ot rupees 
from India amounting, in the ease of exportation by sea alone, to a sum iu excess 
of two crores. There was probably also a return of rupees from hoards into 
circulation under the influence of the relative cheapness of silver. Speculative 
influences were also largely brought into operation, reports as to the intended 
re-opening of the mints being industriously circulated. Later, when the effect of 
these influences had been dissipated, and the exchange value of the rupee oegan to 
rise towards the level of sixteen pence, another adverse influence arose—the 
outcome of want of confidence on the part of the public in the future of exchange-— 
in the desire of persons in England to convert their Indian investments I in rupee 
paper and otherwise) into a sterling form, and of persons in India to remit their 
savings and profits and even their investments to England while they could do so 
at a rate of exchange which they were led to believe could not be maintained. 
The exchange market has been greatly affected by remittances of these 
descriptions. 

o. It is now, therefore, clear that in June 1893 the volume of the ■ urrency 
was greater than was consistent with the immediate establishment of a rate of 
exchange of Is. Ad. the rupee ; and it will be borne in mind that, even after the 
mints were closed, a further increase was made by the acceptance and coinage of 
the silver of the Exchange Banks which was in transit. This cause of difficulty, 
however, diminishes under the operation of the causes mentioned in paragraph 3, 
every year during which the mints remain closed ; and it is certain that we are 
now much nearer a volume of currency consistent with the rate named than we 
were in 1893. 

6. But our progress towards that rate has been greatly affected by the entirely 
abnormal state of trade during the last year. The exchange value of the rupee 
almost touched sixteen pence in the cold weather of 1896-97, and if trade had 
been normal instead of being injuriously restricted by the effects of plague and 
famine, it is possible that it would have been maintained throughout the year at 
a rate more or less approximating to that level. 

7. The fact that exchange attained so high a rate as that which has prevailed 
since December last, immediately upon the setting in of more normal ec editions 
of trade as soon as the famine came to an end, seems to us still further to indicate 
that, apart from the adverse circumstances which we have specified, the tendency 
of the exchange value of the rupee is to rise under the influence of the causes 
specified in paragraph 3 of this Despatch ; and, though the rupee has recently 
somewhat fa Hen, we believe that this is in some measure due to the continuance of 
the plague in Bombay, which is undoubtedly affecting adversely the trade of that 
port. In our opinion, therefore, there is some reason to think that, if we could only 
pass-that* stage of distrust which appears the moment exchange approximates to 
sixteen pence to bring into operation influences which interfere with the 
actual realisation of that rate, we might expect it under normal conditions 
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of trade to attain the level at which gold would. be tendered under our 
notification of 26th June 189 m, and the introduction of the gold standard would 
* become practicable. 

8. It is, no doubt, possible that gold may be tendered in the early future, 
though the course of events during the month of January, and since the 
passing of Act II of 1898 (amending the Indian Paper Currency Act), leads 
us to think that it is not very probable. In any case, it is extremely unlikely 
to be presented in such quantity as to lead automatically to an accumulation of 
gold sufficient for a reserve ; and, under these circumstances, we believe that it 
will be wiser not to pursue a course of inaction which may be prolonged 
indefinitely, and that it is desirable in the interests of the State and of the 
mercantile community to terminate the period of transition without further delay. 
To the State it is really cheaper in the end to 'acquire a reserve of gold by 
borrowing, and thus keep the exchange value of the rupee at a steady level of 
sixteen pence, than to bear for years the burden of expenditure entailed by the 
lower level of the rupee in the discharge of our sterling liabilities in London, in the 
issue of the pay of the British army in India (that being fixed in sterling), and in 
the payment of exchange compensation allowances. To the mercantile community 
we are under some obligations to effect the prompt establishment of that fixity of 
exchange which was the main reason for the closure of the mints in 1893. It is 
not desirable that their legitimate business transactions should be hampered and 
embarrassed by the uncertainty of exchange, nor is it good for the country that 
the want of confidence in the stability of the rupee should discourage the invest¬ 
ment of capital in India, while all available capital is remitted to England whenever 
the exchange value of the rupee rises to a high level. A prolongation of the 
period of transition may also be accompanied by recurring periods of stringency in 
the money market, and by inducements to speculate in exchange operations to the 
injury of legitimate trade. For these and other reasons, and in view of the length 
to'which the transition period of our currency policy has already extended, we are 
of opinion that we ought not to wait longer for the attainment of our object by the 
gradual operation of the causes described, however certain we may be that they 
would in the end produce the desired result, and that we ought at once to take 
active steps to secure the early establishment of a gold standard and a stable 
exchange. 

9, Our first endeavour should he the accumulation of that reserve of gold 
which, as was pointed out by Lords Farrer and Welby in their minute appended 
to the Report of the 1893 Commission, is a necessary preliminary to a gold 
standard. They thought it possible that this reserve might be automatically 
attained ; but of this we have little hope without longer waiting than we consider 
advisable. We know now that one of the main reasons of this failure is that our 
rupee circulation had before the closing of the mints been increased to such an 
extent that it fully, and more than fully, supplied all the demands of trade, and 
allowed no room for any further addition in the form of gold. We consider, there¬ 
fore, that the remedy for this state of things is to remove from circulation as money 
so much of the increases which were made to the circulating medium immediately 
before 1893 as we may find to be redundant. The necessary condition of a fixed 
rate of exchange between two countries is that, when the currency of one of them 
becomes redundant as compared with that of the other, the redundancy may be 
relieved by the withdrawal, for a time, of the excess coin, and we wish therefore to 
reach the condition in which our circulating medium (using that term in its widest 
sense, as embracing not only active circulation from hand to hand, but the inactive 
reserves of Banks and of the Treasury and the like) is not composed wholly of 
silver coin which has no equal value outside the country, but contains also a margin 
of gold which is capable of being used elsewhere as coin, and will therefore in 
natural course flow to where it is most wanted. Our total rupee currency is 
estimated to be at present somewhere about 120 crores, to which we have to add 
10 crores of fiduciary circulation of currency notes. This amount may therefore 
be said to have been ascertained by experience to be much more than is consistent 
with a maintenance of a rate of sixteen pence in the season of inactive trade, 
and to be a little more than is consistent with that rate at the time* of active 
trade. 
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10. It is impossible with any exactness to say, and it can only be ascertained 
by actual experience, by how much this rupee circulation has to be decreased in ordpr 
to remove its redundancy. (It must be remembered that redundancy is a relative * 
term ; what is sufficient for a rate of exchange of 14cL the rupee is necessarily 
redundant for a rate of 1 (kl. We use the term in this despatch with reference to 
a l’ate of 16d. the rupee.) But some considerations point to the amount being 
within quite manageable limits. For example, there are 24 crores, more or less, of 
currency notes in circulation, including the amounts held in our own treasuries. If 
we could imagine that amount of circulation at present existing in the form of 
currency notes suddenly converted into £16,000,000 in gold, it seems impossible 
that Indian trade should be able to get on without having part at least of that 
amount held in actual circulation ; in other words, it would not be possible for 
that amount of gold coin to be remitted out of the country without the value of 
the rupee being forced up to a point which would arrest the stream of export. If 
this is the case 24 crores of rupees is the outside limit of the amount which it 
might be necessary to convert into gold coin in order to introduce a stable exchange 
of ifii'/., accompanied by an actual (active or inactive) circulation of gold sit that 
comparative value ; and it is more than probable that the amount required may 
really fall far short of this. 

11. The mere reduction of circulation might be carried out in the same way in 

which it was effected in 1893, namely, by abstaining from drawing Council Bills, 
until we have an accumulation of, say, twenty crores in excess of our ordinary 
balances. But this procedure would be both costly, and, as we believe, ineffective ; 
in the first place the permanent locking-up of twenty crores of rupees would cost 
us the interest on that amount, or on the amount of gold borrowed in Ei gland 
during the suspension of drawings, and in the second place the existence of this 
accumulation of silver coin would be a perpetual menace to the exchange market, 
and would entirely prevent any confidence in the future of the rupee. We must 
not only withdraw the amount from circulation, but we must show by the method 
we adopt that our intention is that it should cease to exist in the form of coin, and 

that its place, as coin, is to be taken by gold. Our proposal is therefore to melt 

down existing rupees, having first provided a reserve of gold both for the practical 
purpose of taking the place of the silver, and in order to establish confidence in 
he issue of our measures. 

12. With reference to the proposal to melt down rupees, we desire to avite 

your Lordship’s attention to the fact that an actual reduction of the silver 
currency was an integral part of the proposals made by the Government of India 
in their despatch No. 160, of 21st. June 1892, as will be seen by a reference to 
paragraphs 10 and 12 of the minute of the same date which sketched the method 
which the Government proposed to adopt for the introduction of a gold standard 
m India, Those proposals were ultimately adopted, and the first step to give 
effect to them was the passing of Act V1.II of 1893 closing the mints. Just 

before he quited office as Financial Member of Council, Sir D. Barbour very 

strongly urged the adoption of this measure in paragraphs 13 and 14 of his 
minute of 16th October 1893, which formed an enclosure of despatch No. 357, of 
1st November 1893. The Government of India again urged the same measure in 
the telegram of 30th December 1893. It will thus be seen that this proposal is 
no new thing, but is one which has from the first been advocated bv the 
Government of India. 

13. The annual consumption of silver in India may he put down at about 
Rx. 6,000,000 worth. The actual figures of recent years are as follows.— 

Yalue of Net 
Import of Silver. 


1894- 95 . 

1895- 96 . 

1896- 97 . 

1897- 98 (nine months only) 


Rx. 

... 6,329,200 
... 6,582,200 

... 5,586,000 
... 5,472,300 


We ought to he able to supply nearly the whole of this market, our rupee 
standard (’916) being good enoug'h for most of the purposes for which silver 
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is imported into India, and thus in a single year we might calculate upon 
disposing in this way of ten crores of rupees of coined silver, being the equivalent 
•of the above value, and reducing by this amount the actual rupee circulation^ of 
India. As hearing on the question of our finding a market for the bullion 
obtained by melting rupees, we may mention that nearly the whole of the silver 
consumption in India before 1895 was supplied by melting down our rupees, 
the amount of fine silver passing direct into consumption being comparatively 
small. 

14. We do not regard this measure as having any important permanent effect 
on the silver market, even if we were under any obligation to give weight to such 
considerations. The annual production of silver is valued at £18,000,000, while 
our sales would be limited to six crores worth, or say £4,000,000 a year, and would 
probably last over only a year or two. 

15. We mav observe that our proposed selling of silver, in addition to its 
direct effect on the rate of exchange, would also have a not unimportant indirect 
effect, in as much as the operation would meet the demand for silver in India, and 
thus increase for the time the balance of trade that has to be discharged by Council 
Bill remittances. 

16. Our first step, however, is, as already indicated, to obtain a reserve of 
actual gold coin, and this we can only do by borrowing in England. Our 
proposal is that Her Majesty’s Government should move Parliament to pass 
an Act giving the Secretary of State power to borrow up to a maximum of 
£20,000,000 for the purpose of establishing a gold standard in India. It is 
possible that the whole of this amount may not be required, but we believe 
that the possession of the power to push our efforts in the direction we 
indicate until our object is attained will greatly enhance the effect of our first 
more limited operations. The amount which may actually be required in order 
to establish exchange steadily at the level of Is. id. the rupee, can, as we have 
already said, only be determined by experience, and we have named as the 
maximum to which borrowing powers should be taken an amount which, we may 
take it, is certainly sufficient, and the interest on which the revenues of India can 
afford to pay. AVe think it most desirable that the maximum should be so fixed 
as to avoid any risk of having to move Parliament a second time for further 
borrowing powers ; and the Act should provide that the borrowing shall be in such 
instalments as may be deemed desirable by the Secretary of State, and should 
require the Secretary of State to ship to India immediately in sovereigns the 
amounts borrowed under the powers. 

17. It will be desirable to keep the powers under the proposed Act distinct 
from the Secretary of State’s general borrowing powers ; and the operations 
under them should be kept distinct from those under the ordinary borrowing 
powers and, during the continuance of the transactions, held in separate 
account. 

18. We recommend that, as soon as the Statute is passed, A 7- our Lordship 
should at once borrow and ship to India £5,000.000 in gold. The sovereigns 
would be placed by us in our Reserve Treasuries, and held ready for such use as 
events may show to be expedient. 

19. The first use to which this gold would be put would be to supply the 
deficiency in our balances caused by the sale of silver. AVe may reckon that our 
sale of “ten crores of coined rupees would return to our treasuries only 
Rx. 6,000,000, and the balance, Rx. 4,000,000, would have to be made up out of 
the gold we have in hand, and would absorb about £2,700,000 of it. The result 
of the first year’s operations would therefore be, omitting altogether any effect it 
might have in diverting gold towards India in ordinary course of commerce (that 
is, under conditions the same as those now existing), that Rx. 6,000,000 of existing 
rupee currency would be taken out of public use and paid over into our 
treasuries, instead of being returned into the circulation in payment to the 
importers of silver ; and that a further sum of Rx. 4,000,000 would cease to 
exist as coin forming portion of our balances, being replaced therein by £2,700,000 
held in gold. 
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20. Suppose the operation to be repeated a second year ; the amount of 
current circulation available for trade purposes would be reduced by Rx. 12,000,000, 
and the amount of coined rupees in our possession, changed into the form of gol*d, 
would be £5,300,000, giving a total reduction of silver rupee currency of twenty 
crores. But the considerations we have above stated indicate that, before this 
point is reached, the exchange rate would have attained the level of 16 pence, or 
even higher, and sovereigns would have flowed into the country to fill up the 
deficiency of current circulation outside our own balances, caused by the with¬ 
drawal of silver coin. It is not our intention to part with any of the gol l in our 
possession until this condition of things is reached ; and as we can, under the 
law, always pass it into the currency reserve, we shall find no difficulty in 
retaining it. 

21. When we have reached the stage in question, the sovereign will he a 
recognized coin of the Empire, in use in its chief cities at least, and as long as this 
condition can be maintained, the exchange will be stable at about 16c/. We always 
have it in our power to carry the operation even further by withdrawing a still 
larger quantity of silver and replacing it by gold coin ; and we recognize that 
circumstances may arise in which such a measure may be forced upon us. But our 
present intention is rather to trust to the automatic operations of trade The 
amount of coin required for the needs of commerce increases every year ; and, as 
we permit no increase in the amount of silver coin, we may reasonably expect that 
the effect of the increasing demand for coin will be to raise exchange to a point 
at which gold will flow into the country, and remain in the circulation of it, The 
position will thus become stronger and stronger as time goes on, but at the 
beginning at least gold will not he in circulation in the country to more than the 
extent necessary to secure stability of exchange. The mass of the circulation will 
he a silver circulation, maintained at an appreciated value (just as it is at present), 
and wo can he content to see gold coin remain little more than a margin, retained 
in circulation by the fact that its remittance out of the country would create a 
scarcity of coin which would have the effect of raising the exchange value of the 
silver rupee in such manner as to bring it back, or at the very least to stop the 
outward current of remittance. We shall have attained a gold standard under 
conditions not dissimilar from those prevailing in France, though not a gold 
circulation in the English sense ; and this last may possibly not be necessary at all. 

22. We cannot help thinking that the determination of the Government go take 
active steps in the manner we have stated mil have the effect of revers: ig the 
influence of the distrust in the future of the rupee, which at present :u< t only 
prevents the importation of gold to meet the demands of trade, notwithstanding 
the much higher rate of discount and interest prevailing in India, hut also keep 
sterling capital out of the country. If this distrust were once overcome by the 
sight of the Government actually importing gold and taking measures at some 
cost to itself to introduce gold into the circulation of the country (that is, into 
the reserve or marginal circulation, even if it does not find its way into active 
circulation), we believe that before the Fix. 12,000,000 has been withdrawn from 
the public circulation, gold will have flowed in to take its place ; and the urrent 
circulation will have reached the condition in which it adapts itself go the 
fluctuations of the trade demand upon it, by the process of transfer of coin from 
India when it is redundant and to India when it is deficient. 

23. In the circumstances in which India is placed, this ebb and flow of 
gold would probably take place through the operation of Government rein it unices. 
The Government of India would remain under the obligation to remit £ 16 , 000,000 
or £17,000,000 to England in every year. The real remittance has to take place 
in exported produce, of which the accounts are adjusted through Council drawings. 
It is our assumption throughout that this balance of trade will continue, and that 
it is consistent with the maintenance of the exchange value of the rupee at 
16 pence ; and past experience, in our opinion, fully warrants this assumption. 
The outflow and inflow of gold will be merely the adaptation, in point of time, of 
the drawings of the Secretary of State to the adjustment of the annual balance of 
trade; that is to say, the gold may be expected to flow from England to India 
during any period in which the demands for trade remittance are in excess of the 
amount made available by Council Bills, and in the opposite direction when 
Council Bills are in excess. 
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24. The cost of the proposed measures remains to he estimated. The interest 
on a sterling loan producing £20,000,000, "would be £550,000 a year ; and this is 
’the maximum charge for interest which we contemplate having to incur. But we 
have said that it will not be necessary to borrow so much as £20,000,000 to effect 
our object, and that very probably the first instalment of £5,000,000, will prove 
to be sufficient. If it should, the interest charge will be about £130,000 a year. 

The question of the manner in which the loss on the melting down of our 
rupees will he entered in our accounts, that is, whether it will be shown as a 
charge to revenue, is a subordinate matter. We have indicated above that, for the 
present at least, we propose to keep the transactions in separate account. What 
we shall actually lose will be the appreciated value of the rupees which now form 
portion of our balances. 

25. We have been led by public discussions in England to believe that Her 
Majesty’s Government might be willing to entertain the proposal to give assistance 
to India, in some shape, towards the attainment of the object we have in view. 
While we cannot plead inability on our own part to carry our proposals into effect, 
at any rate so far as the stage to which at present we propose to confine them, we 
think it our duty to represent that the establishment of a gold standard in India 
is a matter of Imperial concern, and that India may fairly claim that the whole 
burden should not he put upon her. We would urge that Her Majesty s Govern¬ 
ment should contribute not only in material assistance, but by creating that greater 
confidence which will undoubtedly be the result of their publicly assuming a share 
of the liability. 

26. We believe that the effective introduction of the gold standard will be 
welcomed by the banking and mercantile communities and by the public of India. 
It has indeed been pressed upon us strongly by the Bengal and Madras Chambers 
of Commerce (copies of whose letters will be found among the enclosures) and in 
the press that the time has arrived to put an end to the uncertainty and fluctuations 
of exchange • and the discussion in the Bombay Chamber of Commerce on 
February 9th, indicates that the members of that Chamber share this opinion. 
We think, therefore, that we may expect their support in the measures we propose, 
though neither the Bengal Chamber nor the Bombay Chamber has declared in 
favour of any particular scheme to secure the object, and the Madras Chamber has 
supported with some modifications the proposals of Mr. Lindsay to which we allude 
below. Accordingly, we strongly urge that no time should be lost by Her 
Majesty’s Government in giving effect to our proposals. 

27. Evidence of the widespread concurrence in the feeling to which the 
Chambers of Commerce have given voice will be found in the number of schemes 
which have been proposed to attain the object aimed at in our present proposals 
and in the interest evinced in the discussion of those schemes. _ We gave careful 
consideration to all such schemes and suggestions as promised any practical 
solution of the difficulties before we decided to adopt the scheme we have now 
recommended to your Lordship > and we think it well to allude to the two best 
known of them. 

28. The first of the two is one recently republished in tins country in 
association with the name of Mr. A. M. Lindsay ; and is the type of several others, 
all of which have as their object the establishment of a gold standard without any 
actual gold currency. It is, briefly, that, in addition to offering to receive gold in 
exchange for rupees at the rate of sixteen pence, the Government should also offer 
to receive rupees in exchange for gold at a somewhat lower rate, sterling drafts on 
London being issued in exchange for rupees. As it may not have been made 
public in England in full in its most recent shape, we print it as an enclosure as it 
appeared in a recent Indian newspaper under, we believe, Mr. Lindsay’s own 
authority. This scheme, like our own, operates largely through the withdrawal of 
rupees now in circulation, and though it has much to recommend it, our main 
reason for deciding not to adopt it is that it would involve us in a liability to pay 
out gold in London in exchange for rupees received in India to an indefinite extent, 
Even if the ultimate liability were not greater than under our own scheme, still its 
extent, from time to time, would be quite beyond our control, and we can easily 
conceive that we might ffind ourselves unable to discharge it on certain quite 
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possible suppositions as to the market rate of exchange and as to the 
comparative redundancy of the existing volume of the rupee currency, 
Mr. Lindsay, it appears to us, does not give sufficient weight to one fundamental 
necessity of our position, namely, that we must remit, in the contrary direction to 
that in which the offer suggested by Mr. Lindsay would he operative, an annual 
sum of about dll7,000,000 to discharge our sterling liabilities. In addition to his 
anticipation that the Indian money market could not support the withdrawal of 
the number of rupees which would suffice to dangerously reduce the gold reserve, 
Mr. Lindsay relies on the general confidence in the future stability, of exchange 
which the promulgation of his scheme would induce, as being certain to prevent 
the demand for gold in London rising to a sum which would occasion as any 
inconvenience ; but we think that such confidence is much more likely to he 
established by the accumulation of a strong gold reserve in India, than under his 
plan, which contemplates the keeping of the reserve in London, and we prefer to 
establish confidence by that measure without involving ourselves in a liability we 
might possibly not be able to discharge. Instead of lengthening this Despatch by 
further remarks on Mr. Lindsay’s proposals, we append as an enclosure a memo¬ 
randum by our Honourable Colleague, Sir J. Westland, which discusses the scheme 
in some detail. 

29. The other scheme wo wish to mention is that of Mr. L. C. Probyi , con¬ 
tained in a volume of papers published in 1897 by Effingham Wilson. Mr. Lrobyn 
proposes to establish the reserve of gold in Tndia, hut in order to prevent the gold 
passing into circulation and disappearing into hoards (an object which Mi, Lindsay 
also has in view), he proposes that gold should not be coined, but that it should 
be kept in stamped bars of a high value. We do not think it either desire ole or 
necessary that gold coins should, until the gold standard has for some tim been 
established, pass to any appreciable extent into general circulation ; under the 
scheme we have above proposed, the hulk of the currency, in circulation, and 
practically the whole of it outside the Presidency towns—in . which the Banks 
might, like ourselves, hold reserves in gold coin would continue to consist of 
rupees and currency notes. But we do not think it necessary, in order to secure 
that result, to refuse to have legal-tender gold coins of a convenient value. We 
are, moreover, not satisfied that there would he any smallei disappearance into 
hoards of the gold bars, which would be easy to subdivide, than of gold coins. 
We are also of opinion that the simpler and more direct a monetary standard can 
he made, the more acceptable it will he to the public. We think that th only 
state of things which can be called a thoroughly satisfactory attainment of > gold 
standard is one in which the gold coins which represent our standard are those 
also which arc good for payments in England. 

30, At the same time, if experience should hereafter indicate that there is 
any advantage in having the gold standard represented by a coin or piece of 
bullion too ° large to he used for ordinary monetary purposes, the course 
suggested by Mr. Probyn, or one like it, is still open to us. It v\ 11 be 
observed that we do not contemplate the actual issue of gold coins y the 
Government, either for treasury purposes or in payment of currency notes, 
until the measures we have taken actually result in the establishment of the 
value of the rupee at sixteen pence, ami the use of sovereigns to some 
extent, however small, as a permanent part of the circulation. Lhcre is, 
therefore, no necessity for our immediately determining whether the gold 
coin to which we shall give the quality of legal tender, (as opposed to 
exchangeability secured by our own readiness to deal in them sc our 
treasuries at a stated value) should be the sovereign or some othe:- coin, 
being a multiple thereof ; for example, the £5 coin of England. But the 
transactions of the people of this country are for the most part on so small 
a scale that even the sovereign would be too high in value for any hut 
casual use, except in the centres of trade ; and a coinage, composed like that 
of France of gold coins hearing their intrinsic value and silver coins bearing 
a token value, would, for any purpose of actual use in India, contain a very 
much smaller proportion of gold than the English or French currency. Our 
present belief is that, even with the sovereign as the standard cor ., the 
amount to be procured and passed into circulation is not so large a-s to be 
beyond our means ; and we hold that what we ought to aim at, and what 



11 


we have every prospect of successfully attaining, is the introduction of the 
English sovereign itself as a current coin, and that gold bars of high value, 
such as Mr. Probyn. proposes, which are not adapted for use, in any sense, 
as an actual circulating medium, are not a satisfactory form of the possession 
of a gold standard. 

We have, &c., 

ELGIN. 

G. S. WHITE. 

J. WESTLAND. 

J. WOODBURN. 

M. D. CHALMERS. 

E. H. H. COLLEN. 

A. C. TREVOR. 


Enclosure 1 in No. 1. 

The Secretary to the, Bengal Chamber of Commerce to the Secretary to the 

Government of India , Finance and Commerce Department , dated December 
22, 1897. 

In their despatch of 16th September last, No. 261, to Her Majesty’s Secretary 
of State for India, the Government of India repeatedly stated their adherence to 
the policy of establishing a gold standard as the monetary system of India, and 
expressed their opinion in various places in the despatch that the transition period 
between the rejection of silver and the adoption of the gold standard was drawing 
to a close, and that the gold standard was on the eve of being effectively 
established. 

2. This declaration of policy has been carefully noted by the mercantile 
community, which is interested, above all things, in the establishment of the 
fixity of exchange. The Committee of the Bengal Chamber of Commerce, how¬ 
ever, are unable to perceive the grounds for the confidence expressed by 
Government that the period of transition was near its end. So far, the 
experience of the three months which have passed since the despatch was written 
would not seem to point to the speedy attainment of the end in view, for 
exchange has fluctuated violently, and there has been an appreciable decline in 
the sterling value of the rupee, followed, as the Committee write, by a very 
smart rise. 

3. The mercantile community share the desire of the Government of India 
that the period of transition should not be unnecessarily prolonged, that the 
opportunities for speculation in exchange, of which the fullest advantage is 
being taken in some quarters to the great detriment of legitimate trade, should be 
reduced or removed. The position is, briefly, that the Government have definitely 
abandoned the silver standard with a view to the establishment of a gold standard, 
and that for the moment there is, as stated in paragraph 25 of the despatch now 
under reference, no currency system at all in India. The Government have 
waited for more than four years since the closing of the mints in the hope that the 
gradual contraction of the silver currency would be accompanied or followed by 
the replacement of rupees by gold. This hope has been disappointed, and never 
more plainly than at the moment when the Government expressed their greatest 
confidence in the success of the policy of waiting. 

4. It is clear that the policy of waiting may involve an indefinite prolongation 
of the period of transition, with all its trouble and harassment to trade. While it 
is entirely inexpedient that the present position should continue for a day longer 
than can be helped, the Committee would deprecate any sudden action being taken 
by Government, which would result in a mine, as it were, being sprung on the 
mercantile and banking communities, and are induced to inquire whether 
Government have in contemplation any measures for the introduction of the gold 
standard, and, if so, whether they will state what they are, with a view to their 

■ discussion, and also with a view to the relief of the minds of bankers ajid traders 
whose operations, in present circumstances, are surrounded with the greatest 
difficulty and uncertainty. 

B 2 
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Enclosure 2 in No. 1. 

The Chairman of the Madras Chamber of Commerce to the Secretary to the 
Government of India , Finance and Commerce Department , dated January 29 
189<S. 


The attention of this Chamber lias been closely directed to the recent 
currency proposals of the Government of India, and to what is known as the 
“ Lindsay Scheme” for establishing a gold standard, and I have now the honour 
to lay before the Government of India a brief statement of the views of this 
Chamber, 

It is, the Chamber believes, generally, if not universally, admitted tha; there 
is urgent necessity for some prompt action being taken to remedy the present 
deplorable slate of affairs, which involves periodical spasms and convulsions in the 
money market—which may recur more frequently and with even greater severity 
in the future—and a steady withdrawal of capital from India. In the hope, 
therefore, that an expression of its opinion may he of some use to the Government 
in the consideration of what remedy ought to he applied, the Chamber ventures to 
address you in support of its opinion that the remedy lies in the establishment of a 
stable minimum, as well as a maximum, exchange. 

The shortcomings, or evils, of the present system, under which a maximum 
exchange has been fixed with no minimum, have, during the past year, and 
especially during the last few weeks, been brought home to the mercantile 
community very vividly. Under that system it has been seen that exchar ge can 
he screwed up to Is. 4 d. temporarily in times, like the present, of cxc aeding 
tightness and dearness of money ; but instead of this resulting, as it should do, in 
capital being attracted from England, where it is cheap, to India where it is dear, 
the exact opposite is the case, and India’s troubles are accentuated, because every 
one hastens to send capital home whilst. Is. 4 d. is still procurable, and no English 
capitalist will send out one penny to India at Is. ML in the face of eventually 
having to get it back probably at a much lower rate. If India is to be saved 
from ruin, if she is to prosper, cheap capital is absolutely necessary to develop her 
great resources. 

O / 

Mr. Lindsay’s scheme is, in the opinion of this Chamber, sound and would 
work. But to make it work easily, confidence in its stability is essential, ind to 
ensure this the Chamber does not consider that a gold reserve of five millions, to 
he kept in the Bank of England and drawn against, is sufficient. The Chamber 
would suggest that the reserve should he at least 10 millions ; but it does not see 
why the expense in connection with the reserve should not be reduced by holding 
part of it in Consols, on which gold could always be borrowed cheaply in an 
emergency, though the Chamber does not believe the necessity would arise. 

As regards Council Bills, these could still be offered when exchange was above 
the proposed minimum of Is. of//. When, or if, they could not be disposed of at 
this rate, the Government of India would obtain its sterling requirements by 
buying from the Gold Standard Office at Is. of//., paying in rupees. If from this 
or other demands the gold reserve fell below safety point, say, seven millions, the 
rupees received by the Gold Standard Office would be melted, sent home, and sold 
for gold to replenish the reserve, the loss on the transaction being only temporary, 
as explained by Mr. Lindsay. 

If one could imagine some vast quantity of rupees, say 25 or 50 crores. being 
tendered at Is. 3§ d., this scheme might break down through the impossibility of 
selling the melted silver to such an enormous extent. But where are these 25 or 
50 crores to come from ? If they existed, it would indicate an excessive 
redundancy of currency. But the Chamber does not believe in the possibility of 
even 10 crores being tendered. When once confidence was established, as the 
Chamber thinks it very soon would be, the process would be reversed, capital would 
flow to India, gold would be tendered in excess of the 10 millions reserve, the 
proceeds pf such excess gold would be used to buy silver to be sent out to J udia to 
be coined, and India would rejoice in the cheap capital to develop her resources 
which she so greatly needs. 
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The Chamber does not overlook the feet that Indian producers will be 
heavily handicapped in competing with silver-using countries by a fixed Is. 4 d. 
rupee ; but to attempt to fix a lower standard does not seem to be within the 
limits of practical politics, and, taking everything into consideration, the Chamber 
thinks that the advantages of a stable rupee to India generally greatly outweigh 
those which producers obtain from a fluctuating but occasionally lower level of 
exchange. 

The Chamber is in favour of an import duty on silver—either fixed or on a 
sliding scale—so as to bring the intrinsic value of the rupee in India nearer to its 
bullion value, and to check, especially at first, the competition between silver and 
rupees. 

In conclusion, I have the honour to state that the Chamber is convinced of 
the supreme importance of securing a stable exchange and thereby attracting 
capital to India, and advocates the most careful consideration of Mr. Lindsay’s 
scheme, which, the Chamber believes, might, in principle, though possibly with 
some modifications, be successfully adopted. 


Enclosure 3 in No. 1. 

Extract from the Pioneer, dated 6th January 1898, describing 
Mr. A. M. Lindsay's Currency Scheme. 

The name of Mr. A. M. Lindsay has been for several years past associated 
with a plan for the establishment in India of a gold standard without a gold 
currency. The plan is based upon fixe authority of Ricardo, and Mr. Lindsay 
also claims that it is in essence identical with the plan proposed by a 
Parliamentary Committee in 1804, of which Pitt, Fox, and other statesmen 
were members, for regulating and adjusting exchange between England and 
Ireland. A gold currency, it is argued, is not required for India, where gold 
coin, if put into circulation, would soon disappear into hoards or be 
converted into ornaments. Even if it were otherwise, it is unnecessary to 
say that the introduction of a gold currency except as the outcome of the 
endeavours of a great many years—perhaps of a generation—would he a task 
beyond the powers of the Government of India. The problem to be solved is 
how to introduce a gold standard, and thus secure a fixity, of exchange between 
India and other countries possessing a gold standard, without providing gold 
coins for current circulation. To this problem Mr. Lindsay has applied himself, 
and in view of the declarations of the Government of India in the currency 
Despatch of last September and the recent letter from the Bengal Chamber of 
Commerce, Mr. Lindsay’s plan and arguments will form a useful and opportune 
contribution to the discussions on this important question. Mr. Lindsay 
condemns as a half measure Sir David Barbour’s proposal to link the Indian and 
English systems by the receipt of gold at a certain rate, because the proposal did 
not include the further measure, essential to complete the link, of making the 
rupee currency convertible into sterling money at a corresponding rate. Sir David 
Barbour’s idea—though he never spoke with any great confidence of its fulfilment— 
was that to refuse to supply fresh currency at a lower sterling price than Is. ‘Id. 
might not only raise its value to that point, but also create such a large demand 
for additional" rupees at that price as would enable India in a brief space to 
accumulate in this way a supply of gold sufficient to establish a gold currency. 
Further restrictive measures were contemplated if this policy should prove 
ineffective. In that case, said Sir David Barbour, the remedy would lie in 
the contraction of the rupee currency—an operation which, he thought, 
would not be costly if spread over a number of years. Mr. Lindsay 
asserts that, though it is true that no active contraction of the currency 
has actually been undertaken by Government, there is no good reason 
to suppose that the result would have been more effective than the prolonged 
refusal to increase the currency. If starvation for four-and-a-half years,-coupled 
with the reduction of Council drawings and with heavy borrowing in London, 
have failed to create confidence and to attract gold at the price offered, what 
assurance is there, he asks, that the actual contraction of the currency would be 
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more successful ? The error underlying such proposals is that it is not recog¬ 
nised that they do not apply a remedy which is suited to the disease, they do 
not give definite fixity and stability of exchange, and they do not inspire 
confidence. Such being Mr. Lindsay’s arguments against the proceedings and 
proposals of the Government of India, we may now state, in his own words, his 
own plan for inspiring confidence and securing a fixed rate between gold and the 
rupee. The plan which, as we have said, is adopted from the Irish Currency 
Report of 1804, is as follows :— 

Plan for establishing a Gold Standard on an economical basis. 

1. Five to ten millions sterling should be raised in London by a long 
term loan (say 15 years’ currency), and should be deposited in the India 
Office or the Bank of England. The fund might be styled the Gold Standard 
Reserve, and the office dealing with it might be called the London Gold Standard 
Office. 

2. It should be announced that the London Gold Standard Office will be 
prepared to sell to all applicants rupee drafts for sums of Rs. 15,000 and 
upwards in exchange for sterling money at the rate of Is. 4 fd. pe : rupee. 
These drafts should he drawn on two offices to be opened either in the Indian 
Mints or in the Calcutta and Bombay Presidency Paper Currency Offices. 
These offices might be styled the Indian Gold Standard Offices. The drafts 
should be made payable on demand if there are rupees available in the Indian 
Gold Standard Office. If not, the drafts should be drawn at a currency Hording 
time for coinage in India of silver bullion purchased in London with tin sterling 
money. This currency might be shortened were the Paper Currency Depart¬ 
ment authorised', as formerly, to issue notes against the silver bullion on its 
arrival in India. 

;L It should be announced that the Indian Gold Standard Offices will be 
prepared to sell to all applicants sterling drafts on the London Standard Office 
payable on demand, in sums of £1,000 and upwards, in exchange for rupees at 
the rate of Is. 3§ d. per rupee. 

4. All rupees received by the Indian Gold Standard Offices should be held 
in these offices to meet the rupee drafts drawn by the London Gold Standard 
Office. 

5. All gold received under Notifications No. 2202-4 of June 1893 should 
he made over to the Indian Gold Standard Offices, on their requisition, in 
exchange for rupees at the rate of Is. 4 d., and should he sent by them to the 
London Gold Standard Office. 

6. If the Gold Standard Reserve shoidd decrease at any time to 
“ apprehension point,” i.e., show a likelihood of becoming exhausted, it would 
indicate that the rupee currency was seriously redundant, or, in other words, 
that there were too many rupees in circulation ; and it would be the obvious 
duty of Government to curtail the currency. They should take the step 
contemplated by the Dutch Government in 1884, and melt a portion of the 
rupees, held iii the Indian Gold Standard Offices, despatching the bullion to 
London for sale there for sterling money, which should go to strengthen the 
London Gold Standard Reserve. The loss on the operation would not 
necessarily be permanent, as it could be recouped afterwards by buying silver and 
coining it. 

Even these sales of silver might prove to be insufficient to preserve the 
Gold Standard Reserve from extinction, and, in such art event, it r ould be 
necessary to strengthen the fund by borrowing further on a t mporary 
footing. 

7. The scheme should he started shortly before or during the early part of 
the busy export season, say, in January or February. 

8. * Sales of Council Bills might be continued on their present footing, 
although it would be desirable to ensure more competition for the Bills. 
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The principle of the Scheme and its important features. 

The essential principle of this scheme is that the sterling and rupee currencies 
shall be interchangeable at approximate rates, and that the rupee currency shall 
be made convertible into sterling money in a manner that will prevent the use of 
gold as money in India, It would be quite in keeping with this principle to 
make rupees convertible into gold bars, but for many reasons, specified in a 
separate paper, it appears preferable to make the rupees convertible into sterling 
drafts on London. 

The scheme is identical with the plan followed for half a century with 
unvarying success in fixing the value of the Scotch currency, and it differs little 
from the legislation adopted by England when last effecting a change of standard. 
It resembles somewhat the practice of Holland, where gold is given freely for 
export, but is granted very sparingly for local payment purposes, and it is analogous 
to the Java system, as the Gold Standard Office will buy and sell rupees much in 
the way the Nether land Bank deals with guilders that come from Java. There is 
also extreme economy of gold in the Canadian system, but a still better insight 
into the nature of the scheme can be had by watching the manner in which 
exchange between Calcutta and Bombay is kept within small limits. It costs, say, 
one-half per cent, to send specie from the one city to the other ; and, as the 
balance of indebtedness between the two places is constantly changing, the 
exchange, if unprotected, would fluctuate up to that limit, whereas the fluctuation 
never exceeds 1 to 1.1 annas per cent., because the Currency Office at each place 
is prepared to sell on the other at these rates to all applicants for large 
transfers. 

It will be observed that the schemes call for little change in existing currency 
arrangements. All that was done in 1893 by way of regulating the quantity anti 
value of the rupee currency was to make rupees available to all applicants in 
exchange for gold or sovereigns at the rate of 7'53344 grains troy of tine gold or 
at 1 . 9 . 4 d. per rupee, and all that is now proposed is to supplement this arrangement 
and complete the regulation of the currency by making in return rupees convertible 
into sterling money at a slightly lower rate. Currencies only work smoothly and 
inspire confidence when regulated by unerring automatic machinery. Under the 
provision of 1893 the rupee currency will expand automatically, and it will be 
impossible for exchange to exceed Is. id. plus import charges on gold. All 
admit this, and it must be equally clear that, provided the Government of India 
are willing and able to meet the interest charge involved, it is as certain as any 
proposition in Euclid that the proposed provision for conversion of rupees into 
sterling money will enable the currency to contract automatically in accordance 
with the wants of trade and will prevent exchange dropping below Is. 3j d. 
India's currency will be linked with England’s ; exchange will be confined within 
convenient limits ; and the standard of value will be the quantity of gold 
equivalent to 1.9. id ,, say, 7A3344 grains troy of fine gold. 

Mr. Lindsay thinks that it will also be conceded that no other plan has yet 
been devised of conferring upon India an effective gold standard on a more 
economical footing. In order to institute a gold currency, gold is required 
to meet— 

1st. Demands for gold coins in the active circulation. Notes are distrusted 
in India, and handy gold coins of full metallic value will be much 
in request. 

2nd. Demands for speculative purposes. 

3rd. Demands for hoarding. A handy coin of full value will be preferred to 
silver coins bearing extrinsic value. 

4th. Demands for export of currency. 

Under the plan proposed the demand for gold in connection with the currency 
will be confined to demands for export. None will be used in the active 
circulation, and as coins in current use are preferred for hoarding, demands for 

hoards will be small. 
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The only expense, or rather liability, to be incurred will be the interest on 
the Gold Standard Reserve, and against this there will be— 

1st. The saving in exchange on Council Bills, compensation allowance, and 
on the pay of the British soldiers. 

2nd. The profit of 2 per cent, on the re-sale at the maxirqum price of the 
rupees purchased at the minimum price Is. 3§ d. 

3rd. The profit (50 per cent, or more at present) on the sale >£ new 
rupees. 

Short-lived demands for conversion of rupees into sterling money will yield a 
profit of 2 per cent., and the more of such demands the better. It is only i large 
and prolonged redundancy that could exhaust the Gold Standard Reserve and 
entail extra interest expense. It is, therefore, important to ascertain how much 
currency India can spare for export at any one period ; and it must be confessed 
that it is very difficult to form any approximate estimate. There is of course a 
self-adjusting limit to the export of currency, and it will be admitted that the 
facility of conversion afforded by the Gold Standard Offices will ensure the 
corrective being applied with special promptitude. In reviewing these proposals 
in the Economic Journal of December 1892, Professor H. S. I oxwell while 
acknowledging that, next to bimetallism, this was the best scheme yet devised in 
the interests of India, said it would hardly survive a continued adverse bah nice of 
trade. (The Gold Standard Reserve then proposed was £5,000,000 only.; The 
reply to this is that the scheme includes the orthodox corrective of an unfavourable 
balance of trade, i.e., a provision for the transfer of currency from the debtor to 
the creditor country. The rupee currency will be automatically contracted at such 
times ; and the question is how much contraction of this kind could the Indian 
money markets bear without forces being put in motion that would reciify the 
balance of trade and call for the return of the remittances. The experience of the 
second half of 1893 is no criterion, because the remedial machinery was not then 
in operation. In estimating the utmost possible extent of a foreign drain one 
must look to the balances of the Presidency Banks, which contain all the funds 
likely to be tendered for conversion into sterling money, remembering that these 
funds increase steadily when trade shows an adverse balance ; and the problem is 
to fix upon an outside limit beyond which these Banks could spare no further 
funds without' raising their rates of interest to a height that will depress prices and 
create a demand for return of the currency exported. It is difficult ti bring 
currency back unless there is confidence in the future of exchange ; but, 
given conditions that will inspire confidence, Mr. Lindsay estimates that 
£5.000,000 assisted with a prohibitive duty on silver, or £10,000,000 without 
such assistance, or say, 7\ and 15 crores, is more than India can spare at any 
period. 

Explanation of minor features of the scheme. 

The amounts of the drafts have been limited to £l,000 or Rs. 15,COO and 
upwards, and the conversion rates are Is. 4-jfy/. and Is. 3| d., showing a difference 
of 2 per cent. These limits are fixed because it would be unfair and prejudicial 
to the banking interest for Government to compete more than is actually necessary 
with the exchange banks. Two per cent, is the actual cost of transmitting specie 
to and from England and India, and had India a gold currency her exchange 
would fluctuate 2 per cent, at most. The Gold Standard Offices will no more 
interfere with banking business than steamers do when they carry gold coins from 
one gold-using country to another. The banks will buy and sell sterling bills 
within or about the rates quoted by the Government, and it is only on occasions 
when a gold shipment would be necessary between gold-using countries that the 
banks or the public will remit through the Gold Standard Offices. In lact, the 
probability is that the banks will be the only important remitters through these 
offices, just as they are the only parties to make much use of the facilities offered 
by the Paper Currency Department for remitting between Calcutta and Bombay. 

Seasons for locating in London , instead of in India , the proposed bold 
Conversion Fund for the Indian Currency. 

1. The Gold will be required oidy for settlement of the balances of India’s 
foreign indebtedness, and, as London is the one great centre for settlement of 



17 


international indebtedness, it will be the most convenient spot both for receipt and 
payment of the gold. 

2. There must be a certain amount of uncertainty as to the quantity of gold 
or sterling money required as conversion fund, and gold or sterling money can 
always be borrowed in London at short notice, whereas there would be no facilities 
for prompt replenishment in India. 

3. The establishment of the fund in India would withdraw gold from London, 
whereas its location in the Bank of England, would strengthen the great central 
reserve of the Empire. 

4. India is a hoarding country, and if her currency is made convertible on 
the spot into gold bars, and these bars are always exchangeable on the spot into 
currency, there is a danger that the gold bars will be absorbed into hoards and 
kept there, instead of rupees bearing extrinsic value. 

5. The location of the reserve in India might create a monetary crisis under 
exceptional circumstances. Although London can obtain gold in a few days’ time 
both from Paris and Berlin, yet a monetary crisis occurs there now and then, 
because the gold is not obtainable promptly. India is protected, as a rule, 
from these crises by the system of Council -wire transfers ; but these are not 
always available, and, looking to the great distance between London and India, the 
issue of fresh currency should not be delayed until gold can be imported. 

6. Under ordinary circumstances ( i.e ., except during or shortly after 
periods of redundancy) the gold paid by the public into the conversion fund 
will be for the purchase of new rupees—and part of the gold will therefore be 
used by Government in the purchase of silver for the mint. As silver can best 
be bought in London, it is desirable that Government should receive the gold 
there. If the gold is received in India and the silver bought there, not only will 
Government have to buy in a small and unreliable market, but two metals will be 
sent to India when one only, viz., silver, is wanted. 

' 7. The object of the scheme is to prevent the use of gold as currency in India, 

and to confine its use in connection with the Indian currency to the settlement of 
the balances of India’s foreign indebtedness, and it is pure waste of time and 
money to bring gold out to India merely for the purpose of having it sent back. 

8. When England arranged in 1819 to make her currency convertible into gold 
without the use of gold coins, she liad no outside central market in which to 
deposit her gold conversion fund with safety, and she had therefore to adopt the 
somewhat clumsy plan of making her currency convertible on the spot into gold 
bars that could not be used in the local circulation ; but when Scotland had 
the same object in view, she naturally made her currency convertible into 
drafts on London and located there her gold conversion fund ; and when a similar 
economical measure was contemplated in Ireland in 1804, Pitt, Fox, Canning, and 
the other members of the Parliamentary Committee recommended that the 
conversion fund should be located in London and the local currency made 
convertible into drafts on that fund. 

To the objection to the plan that the -liability which jthe Government will 
incur under it is indefinite, Mr. Lindsay’s answer is— 

1st. That the currency machinery proposed will contract the rupee currency 
only as far as may be necessary, and no further. It will he automatic, 
and will therefore act with all the accuracy with which a gold currency 
would act ; not a single rupee will he withdrawn from circulation in 
excess of what is necessary, and therefore the machinery will involve 
the minimum of expense. 

2nd. That it will be an unfailing (that is, the orthodox) remedy for an 
unfavourable balance of indebtedness. 

3rd. That it will be an effective preventive of a fall in exchange, each fall 
involving heavy loss in the payments of the State. 
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Enclosure 4 in No. 1. 

Minute by the Honourable Sir James Westland, K.C.S.L , examining Mr. Lindsay's 

Scheme, dated 18 th January , 1898. 

Mr. Lindsay’s scheme is described in Enclosure No. 3 in words which are 
understood to have Mr. Lindsay’s own approval. He proposes that the Govern¬ 
ment should offer to sell, without limit, on the one hand, rupee drafts in I; dia at 
the rate of exchange of 1 By 1 -,.- pence the rupee, and on the other hand sterling drafts 
on London at the rate of exchange of 15| pence the rupee. He also proposes that 
when the demand for gold drafts on London becomes so great as to indicate the 
necessity, the volume of the rupee currency should be contracted by melting down 
rupees, the silver bullion being sold for gold. 

The funds connected with the transactions are to be kept separate from the 
ordinary Government balances in “Gold Standard ’’Offices in London and in 
Calcutta and Bombay. The London office is to he kept in funds to meet the 
drafts drawn on it— 

(1) by borrowing in gold to the extent of five or ten millions sterling ; 

(2) by the receipts realised by the sale of drafts on India ; 

(3) by the receipts realised by the stile of the silver bullion in rupees melted 

down ; and, 

(4) when necessary, by further gold borrowing. 

The Indian offices are to he kept in funds to meet the drafts drawn on them— 

(1) by the receipts realised by the sale of drafts on London ; 

(2) by the coinage, when necessary, of new rupees from bullion purchased 

by the London office and sent to Tndia. 

The two main objects of the scheme are—firstly, to make the sterling and 
rupee currencies interchangeable at rates approximating to 10 pence the rupee, and, 
secondly, in making rupees convertible into sterling, to do so in a manner that 
will prevent the use of gold as money in India. 

2. There is no doubt that a Conversion Fund, which is ready and sufficient 
at all times to issue sovereigns in exchange for, say, 15} rupees, and to receive 
them in exchange for, say, 15 rupees, will have the effect of maintaining the 
exchange somewhere about these values. So far as regards this objec" it is 
immaterial whether the Conversion Fund is held in England or in India, or partly 
in one and partly in the other. The question of locality merely affec » the 
convenience of the persons who will tender for exchange, and will add r.o the 
quarter-rupee difference a further difference in respect of charges of actual 
remittance. 

3. In Mr. Lindsay’s plan that side of the Conversion Fund which receives 
and pays gold is located in England, partly because, as above stated, one of bis 
objects is to keep gold entirely out of circulation in India, where he th: >ks it 
would only be absorbed for boarding, and partly because the gold v ill be 
required only for the settlement of the balance of India’s foreign indebtedness, and 
London, being the great centre for the settlement of international indebtedness, is 
considered to be the most convenient place for the receipt and payment of gold. 
Mr. Lindsay also wishes to avoid the withdrawal of gold from London, a measure 
which might weaken the great central reserve of the Empire. 

This feature seems to he a distinct objection to the scheme. The public 
will regard with distrust arrangements for the establishment of a Gold 
Standard in India which carefully involve the location of the gold reserve in 
London and its use there by trade. A gold reserve intended to support the 
introduction and maintenance of a gold standard in any country ought to be 
kept in the country if it is to produce its full effect in the way of establishing the 
confidence which is almost indispensable to the success of the measure. If the 
Indian gold reserve is located in London and the public believe that it may at any 
time vanish in supplying the requirements of trade or of the Secretary of State, 
confidence will hardly be established ; and in any case it seems certain bat a 
reserve of any named amount will produce a greater effect if it is located ii India 
than if it is six thousand miles away. 
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4. The method and principle of operation of the scheme are very much the 
si pn e as those on which our own proposals are based. Given a circulation 

’composed of a certain number of rupees, and given a certain condition of trade in 
point of volume and activity, the rate of exchange will tend to some definite point. 
If the number of rupees is diminished or the activity of trade increased, 
the rate of exchange will rise, and vice versa. It follows that if rupees are bought 
and locked up, the rate of exchange will be raised, and if the Government offers to 
buy them up at 15^ pence and continues to so buy them up as long as they are 
offered (as they will be as long as the exchange value is less than 15| pence), the 
value will ultimately be raised to 15f pence. But it is merely an assumption that 
the difference between the number of existing rupees and the number at which the 
exchange would rise to lo£ pence is so small that the absorption of five millions’ 
or ten millions’ worth would he enough to bring about the result. It assuredly 
would not have been enough had the scheme been introduced in 1893. It may be 
enough now that the volume and activity of trade have increased so much 
above the standard of 1893 ; but, on the other hand, it may not. The scheme, 
therefore, would involve the undertaking of an indefinite liability. 

5. Further, in so far as the contraction of the rupee currency is concerned, 
there is no reason why the Government should offer a fixed rate for the 
rupees, for it would obtain all the advantage which the plan brings by the 
reduction of the volume of currency if it were to offer simply something more 
than the market rate for the time being. The rate proposed by Mr. Lindsay 
would have been much higher than the market rate if the operation had been 
begun in 1894. 

6. An offer of this kind, it may be admitted, would not have the same effect 
as the offer of a fixed rate, in steadying the rate of exchange at the desired lev el. 
But an offer of a fixed rate of 15|d. can be made economically only at the final 
stage. Mr. Lindsay’s plan, indeed, is not adapted to the preliminary stage in 
which the Government is engaged in reducing a redundant circulation ; it assumes 
that the redundancy has already been removed, and that the circulation has 
reached the stage in which at tin; season when trade is inactive the rupee tends to 
fall below Inf pence, and at the season when it is active it tends to rise above 
16 pence. That stage being reached, it is quite possible that the redundant rupees 
would come into the fund in exchange for gold at 15^ rupees for the pound in 
the inactive season, and thus keep the level of exchange up to lof pence, and then 
be returned into circulation at 15 to the pound in the active season, and thus keep 
the level of exchange down to 16 pence ; and that the amount that would so 
come and return would not exceed some manageable figure, say, five or ten 
millions’ worth. 

7. The scheme accordingly becomes practicable only when the condition of 
the circulation has already reached the point where the redundancy, in the inactive 
season, is reduced to a small amount. Before that stage is reached, it is merely a 
plan for buying up, without limit and at an unnecessarily high price, the excess of 
rupees in circulation. Mr. Lindsay contemplates the melting up and sale of these 
rupees, for which, ex hypothesis there would he no room in the circulation. To 
simply lock them up would be useless and expensive ; they might as well be 
melted up and sold, and his plan (so far as this stage of its operation is concerned) 
differs from that proposed in the Despatch only in this respect, that he buys in at 
a higher price than they are worth the rupees which he intends to melt, instead of 
using those which we already hold at a lower value. 

8. Several newspapers published in India, in examining Mr. Lindsay’s scheme, 
have noticed as a point of objection that it would involve the Government in an 
unlimited liability to pay gold in exchange for rupees. It may be observed that 
not only is it impossible to fix beforehand any limit to the aim unt of rupees to be 
ultimately purchased, hut also the Government would abandon all control of the 
measures for introducing its gold standard, and, under a quite conceivable 
concurrence of adverse circumstances, might find itself committed suddenly to a 
liability beyond its immediate resources. This is one of the most important 
differences between this scheme and that proposed in the Despatch to which this 
memorandum is appended. Under the latter the Government can feel its* way and 
need never commit itself in advance to any liability which it is not fully prepared 
to meet. 

C 2 
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9. There is also an important feature which does not seem to have been 
sufficiently considered. It is that the plan we have to adopt will not be applied 
to a market in which the Government (who are the proprietors and workers of 
the Conversion Fund) can afford to stand aside, and let the operations go on only 
as between public and public. On the contrary, the problem to be faced is how to 
maintain the exchange value in the. face of the Secretary of State’s drawings of 
If! or 17 millions a year. Let it he assumed that the stage has been reached 
where the fund is in actual operation, and that the value at which the rupee would 
stand, in regular course of trade and of drawings without the aid of the Con version 
Fund, is somewhat below L>f pence, but that it is maintained at this rate by banks 
paying their surplus rupees into the Fund, and taking gold out of it for 
employment in England. Mr. Lindsay states that under bis scheme the sales of 
Council Bills are under such circumstances to he continued on their present 
footing. During the operations just supposed, therefore, the Secretary of State 
will be selling Council Bills on India. The expectation, it is presumed, ; s that he 
will sell them at a rate approaching an exchange of lof pence ; for it can hardly 
be contemplated as possible that he would for any length of time simultaneously 
sell sovereigns at a cheap rate and buy them at a dear rate. The Secretary 
of State accordingly receives gold from banks in England, and gives them bills on 
the Treasury in India, while at the same time the same or other banks pa*' rupees 
into the Conversion Fund, drawing out gold in exchange. The only final 
operation is that the Secretary of State has passed a certain amount of g Id from 
the Conversion Fund into the India Office Treasury ; the banks, as a whole, 
remain unaffected, and the situation is exactly the same as if the Secretary of 
State had suspended drawings for the time, and met his requirements in the 
inactive season with money directly borrowed against the intended heavier 
remittances of the active season. In short, the Conversion Fund under such 
circumstances gives no facility and no machinery which is not, under the existing 
system, available by means of suspension of drawings. If the amount suspended 
in the inactive season is more than can be recovered by excess drawings in the 
busy season, then ex hypothesi the rupees paid into the Conversion Fund in the 
inactive season are greatly in excess of the amount for which a demand would be 
made upon it in the busy season, and the case is that described in the latter part of 
paragraph 7 above, namely, the final withdrawal of rupees purchased at an 
excessive price. 

10. To consider the other side of the plan, let the supposition n w be 

the contrary of that made in paragraph 9, and that the rate of excha: ge is 

tending to rise above the gold point. In that case it is proposed to receive 
into the Conversion Fund all gold tendered, and with this gold to buy silver 
bullion to be coined into rupees until, the requisite addition bring made to 
the circulating stock, the value of the rupee falls to sixteen pence. That is 
to say, when circumstances arise in which gold would naturally, in response 
to the demands of trade, find its way into circulation in India, the scheme 
contemplates special steps to prevent that result in order to substitute silver 
for gold as the required addition to the volume of the currency. 

It has been stated in paragraph 8 of this Memorandum that, if Mr. Lindsay’s 
initial assumption proved erroneous, the Government would be deprived of 
all control of the measures for introducing the gold standard in the matter 

of the payment of gold for rupees. Here we find that, if Mr. Lindsay’s 

assumption be correct, the Government a,re vested with a sensible degree of 
control of the volume of the rupee currency, for new rupees are to be coined, 
from bullion bought with gold from the Gold Standard Offices, at the diser tion 
of Government. This is not a feature of the plan that can commend itself in 
principle, for the regulation of the sole full legal tender currency of a country 
should be entirely automatic, and not in any degree dependant upon the 
discretion of the Administration. 

11. This special interference of the Government is suggested in pursuance 
of one of the two main objects of the plan. But it seems very doubtful 
whether the object of the interference—even it the interference were in i self 
unobjectionable in principle—is really worth attaining. Instead of requiring 
the Government to make additions of its own motion to the currency, would 
it not be a more healthy state of things that the state of par should be maintained 
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by the natural backward and forward flow of excess currency in the hands of the 
public ? And when the circumstances assumed in this paragraph arise, would 
* it not be preferable to let the gold coin go into actual circulation ? 

The par of exchange between rupees and gold will be maintained only by 
exporting redundant rupees, in some form or other, and when the stage is 
reached where the circulation as a Avhole is sometimes redundant and sometimes 
delicient (with reference to a value of sixteen pence), the par will be maintained 
only by an arrangement by which the redundancy will ebb in the form of coin 
to England and the deficiency be corrected by the flow of coin from England, 
Mr. Lindsay’s proposal is to make this ebb and flow take place in rupees, 
and it may” be admitted that it would so operate, though not (except at 
inordinate cost) to raise the rupee circulation to the point where the stage of 
ebb and flow comes into operation. But it will be far preferable if the margin 
of circulation which is to ebb and flow consists of sovereigns which can be 
directly util iso i in England ; India will then have a Gold Standard in the 
simplest and most convenient form. The number of rupees in circulation must 
be so reduced that they shall, even at the most inactive time of trade, be 
insufficient with reference to an exchange of sixteen pence, and will even then 
require to be supplemented (mainly, if not entirely, in respect of the less active 
circulation which is represented by the reserve of banks and of the Government) 
by further coin. That coin should be gold, and under the scheme proposed in 
the Despatch, it is sovereigns only which would find their way into the 
circulation, when the rupees became deficient ; and the sovereigns included in the 
circulation will form that margin of it which ebbs and flows in the manner above 
described. 


No. 2 

The Secretary of State for India to the Governor Genera / of India in Council. 
No. 67 (Financial). 

India Office, 

Mr Lord, _ 7th April 1898. 

I have to acknowledge the receipt of your Excellency’s Financial 
Letter, dated the 3rd March 1898, No. 70, in which you make certain 
proposals for the completion of the policy which was initiated in 1893 by the 
closing of the Indian Mints. That policy had for its declared object the 
establishment of a gold standard in India, and you now submit the scheme 
by which you consider that this policy can best be made effective. 

2. It is unnecessary for me to inform your Excellency that your suggestions 
will receive from Her Majesty’s Government the careful and minute attention 
which the extreme importance of the subject requires. 

3. I agree with your Excellency in the opinion that it is most desirable to 
bring about, without delay, such an improvement in the present situation as may 
remove the existing uncertainty and want of confidence which are undoubtedly 
very injurious to the interests both of India and of the United Kingdom. 

4. 1 concur in the view expressed by your Excellency’s Government that 
any attempt to return to the state of things which existed previously to the 
closing of the Mints is practically out of the question.' It remains, therefore, 
to be decided whether the objects of your Government can best be attained by the 
scheme which you have put forward, or otherwise. 

5. I have no intention at the present moment of making any comment upon 
your proposals, with the nature of which, as you are a ware, ^ I only became 
acquainted on the receipt of your letter above-mentioned. Your Excellency 
must, however, be conscious, as I am, that they contain suggestions upon 
matters which have been the subject of much difference of opinion, and that, 
in view of the gravity of the issues involved, a final decision upon them can 
only be arrived at after a patient and thorough investigation by the highest 
available authorities. 
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6. I propose, therefore, to refer the whole matter to a Committee consisting 
of gentlemen whose knowledge and experience, whether administrative, financial}, 
or commercial, entitles their judgment to the greatest weight, and who may be 
expected to give an impartial and unbiassed opinion upon the questions which 
will be submitted to them. They will he requested to consider and report upon 
your proposals and upon any other matter which they may regard as relevant 
thereto, including the monetary system now in force in India, and the effect of 
any proposed change on the internal trade and taxation of that country ; and they 
will, further, he invited to submit any modifications of your proposals or 
suggestions of their own which they may consider advisable for securing stability 
of exchange with the United Kingdom, and for the establishment in 1 ndia of a 
satisfactory system of currency. 

7. I agree with your Excellency in thinking it most desirable that the 
matter should he dealt with as speedily as possible. The Committee will be 
appointed immediately, and will commence their inquiry as soon as may he 
found practicable. In view of the very great importance of the interests 
affected, and of the intricacy of the questions involved, it cannot, be expected 
that they will report for some time to come ; but you may rest assured that 
no effort will be wanting on their part or on that of Her Majesty’s Govern¬ 
ment to avoid unnecessary delay. 

8. I think it very desirable that the views of your Excellency’s Government 
should he explained to the Committee by some competent officer or officers 
deputed by you for the purpose ; and I request that you will, take measures 
accordingly on the receipt of this Despatch. 

I have, &c. 

GEORGE HAMILTON. 


No. 3. 

The Government of India to the.Secretary of State for India , dated Calcutta , 
1 7fh March , 1898.— Received, April 6th. 

No. 79 (Finance). 

My Loud, 

In continuation of our Financial Despatch No. 70, d ted the 
3rd March 1898, we have the honour to forward a copy of a letter rom the 
Chairman, United Planters’ Association of Southern India, protesting against 
the adoption of a gold standard in India, and suggesting the re-opening of 
our mints. 

2. Having in that despatch made our own proposals for the establishment 
of a gold standard, we think it right to lay before Your Lordship the repre¬ 
sentations of a body of gentlemen who are opposed to any measure which has 
for its object the stability of the exchange value of the rupee at a rate of 16//. 
The policy of closing the mints in order to prevent the further depreciation of 
the rupee as compared with gold must, however, now be accepted as the 
permanent policy of the Government, and the only remark on the suggestions 
in this letter which we need make is that, as pointed out in our reply to the 
Darjeeling Planters’ Association, of which a copy was forwarded, to Lord 
Kimberley with our Financial Despatch No. 286, dated October 19. 1892, we 
consider that we should not be justified in refraining from preventing an 
economic change in the conditions of the country which we believe ;o be on 
the whole prejudicial to its interests, on the ground that the change is expected 
by some to be advantageous in certain exceptional cases. 

We have, &c., 

ELGIN. 

G. S. WHITE, 

j. westlan: >. 

J, WOODBURY. 

M. D. CHALMERS. 

E. H. II. COLI.EN. 

A. C. TREVOR. 
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Enclosure 1 in No. 3. 

The Chairman of the United Planters’ Association of Southern India , to the 

Secretary to the Government of India , Finance and Commerce Department , 

dated February 14 th, 1898. 

As we observe that the Madras Chamber of Commerce has recently laid its 
views on the currency problem before the Government of India, and as we note 
with alarm that it advocates the adoption of what is known as the Lindsay Scheme 
for establishing a gold standard and thereby fixing the rupee at about Is. Ad., 
I now have the honour to submit, for the consideration of Government, the view r s 
of this Association on the subject, representing, as I believe they do, not only the 
interests of the educated Native and European planters whom I have the honour 
to represent, but also the interests of the voiceless millions of Native cultivators 
who are as yet unaware of the heavy burden under which they are laid. 

2. We agree with the Chamber of Commerce “ that if India is to be saved 
from ruin, if she is to prosper, cheap capital is absolutely necessary to develop her 
great resources ; ” but we go further than this, and maintain that not only cheap 
capital is necessary, but also a rupee at its natural value in order that the export 
trade, which is the backbone of the prosperity of India, may not be handicapped. 

3. Our two chief industries are the growing of tea and coffee. Our teas have 
to compete with Japan and China ; Japan has recently adopted a gold currency, 
but has fixed her exchange (doubtless having this and other competition in view) 
at the present low rate ruling in silver standard countries and is, for all practical 
purposes, one of them. China has a silver standard, and a practical illustration of 
her favoured competition with India was recently afforded by the starting of the 
Foochow Tea Improvement Company, which, in its prospectus, lays stress on the 
“ advantage China now has over India and Ceylon in cheap silver, the exchange 
value of the rupee exceeding that of silver by fully 25 per cent.” But, taking the 
present intrinsic value of the rupee at between 9J. and 10J. and the exchange 
value at Is. Ad., the actual advantage in favour of China amounts to GO per cent. 

In like manner our coffees have to compete with those of Brazil, and Central 
American States. Brazil has nominally a gold standard, but owing to bad 
financing the inilreis, its standard com, has fallen in value during the past ten 
years from 27 d. to between 8 d. and 9 d., so that for all practical purposes, .Brazil 
is a country with a currency on a level with that of all silver standard countries. 
Costa Rica and the other coffee-exporting countries of Central America have a 
silver standard, and consequently, with Brazil, enjoy the same advantages in their 
competition with Indian'’coffee as China and Japan have in the tea trade. 

4. The Madras Chamber of Commerce admits “that Indian producers will 
be heavily handicapped in competing with silver-using countries by a fixed 
1 ,y. Ad, rupee ; but to attempt to fix a lower standard docs not seem to be within 
the limits of practical polities.” It is this prejudication which we would oppose. 
In our opinion the true solution of the present difficulty lies in the re-opening of 
the mints. We believe that if this were done, a great stimulus would be given to 
the export trade of the country and capital would be again attracted. The only 
obstacle, which unfortunately has been allowed to overshadow the whole question, 
is the loss that would be entailed on the Government of India by its borne charges. 
This, wc believe, would be largely compensated by the increased trade and 
prosperity of the country, but if fresh taxation became necessary to meet the 
requirements of Government, we, as producers, would prefer to submit to a small 
direct export tax on our produce rather than to have to struggle against the 
present crushing handicap in favour of produce from silver-using countries. 
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No. 4. 

The Government of India to the Secretary of State for India, dated l ' alcutta , 
24/A March , 1898, received April 9///. 

No. 92 (Finance). 

Mr Loud, 

We have the honour to enclose copy of a letter in which the Bombay 
Chamber of Commerce discusses the present currency situation in India, arid of one 
from the Millowners’ Association of Bombay, in which they associate themselves 
with the opinions expressed by the Chamber. 

2. Your Lordship will see that the Chamber, like the other two Chambers of 
Madras and Bengal, which have addressed us on the subject, recognises that the 
prolongation of the present period of transition is most undesirable. But while 
the other two Chambers have expressed the desire that the Government should 
proceed without further delay to the effective introduction of the gold s tandard, 
which was the goal of the policy initiated in 1893, the Bombay Chamber is unable 
to offer an opinion on the question of principle, and suggests that, in effect, the 
whole question of the Gold standard versus the Silver standard should be 
re-opened and discussed by a formally appointed committee. The difference in 
this respect between the Bombay Chamber and the other two Chambers is well 
illustrated in the letter from the Madras Chamber which was enclose 1 in our 
despatch of the 3rd instant, No. 70, and in the address of the President of the 
Bengal Chamber, the Honourable Mr. Allan Arthur, at the annual meeting - of that 
body, of which copy is enclosed in the present letter. 

3. As Your Lordship is aware, the opinion expressed by the Bombay 
Chamber that the time has arrived to put an end to the tension and uncertainty 
arising out of the prolongation of the; period of transition is in entire agreement 
with the opinion expressed by ourselves in paragraph 9 of our despatch of the 
3rd instant. We also in that paragraph stilted our view that a prolongation oi the 
period of transition must be accompanied by recurring periods of stringency in 
the money market. We take occasion to note, however, that, while we fully 
realise the gi'eat disadvantage to commercial operations which is involved in the 
existence of a discount rate ranging as high as 10 or 12 per cent., we are not 
inclined to agree with the Chamber that such stringency is the direct outcome 
of actual scarcity of the rupee currency. We think that one prominent cause 
which contributes to the stringency is the transfer of capital from India, and the 
impediment to its flow to India from England, whicln had begun before the 
adoption of the measures taken in 1893. Being a direct effect of the actual and 
anticipated fall in the exchange value of the rupee, this cause of stringency would 
not be avoided by a policy which would allow the exchange value of the rupee to 
fall with every fall in the value of silver. 

4. As we stated in the despatch to which we have already referred, the 
adoption of the gold standard for India must be taken as the definite and 
permanent policy of the Government of India. We have finally decided not to 
revert to the silver standard, and we cannot consent to the proposil ion of the 
Bombay Chamber that that question should be regarded as still open for discussion. 
If therefore Her Majesty’s Government decide to invite opinion on the proposals 
we submitted in our despatch of the 3rd instant, we beg that care may be taken 
to let it be distinctly understood that, so far as we are concerned, the question of 
principle is not any longer in issue and that opinion is invited only on the practical 
and practicable methods of effectively establishing the gold standard. 

5. We should not be inclined to demur on its merits to the suggestion that 
Her Majesty’s Government should refer those proposals to a committee in the 
nature of the committee which, under the presidency of Lord Hersehell, con¬ 
sidered the Indian currency question from the 21st October, 1892, to the 31st May, 
1893. The chief objection to such a reference is that it must involve delay, and 
Your Lordship will, we think, agree with us that it is of real importance that no 
avoidable delay should be allowed to occur in arriving at some conclusion on the 
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measures to be adopted. It is for Your Lordship to determine what further 
enquiry is requisite, but we venture to express the hope that it may lie possible 
*to* conduct it in such a manner as to permit of the early introduction of the 
necessary legislation, and thus to limit the inconvenience and danger of the period 
of transition. 

We have, &c., 

ELGIN. 

J. WESTLAND. 

J. WOODBURN. 

M. D. CHALMERS. 

E. H. H. COLLEN. 

A. C. TREVOR. 


Enclosure 1 in No. 4. 

The Secretary to the Chamber of Commerce at Bombay to the Secretary to the 
Government of Bombay , Financial Department , dated March 2, 1898. 

I have the honour, by direction of the Committee of the Bombay Chamber 
of Commerce, to wait upon you, for the favour of submission to the Government 
of India, with the views which they entertain respecting the present unsatisfactory 
position of the currency and the desirability of adequate consideration being 
devoted to the subject with the view to ascertaining the best measures to be taken 
to amend the existing critical state of financial pressure throughout the country. 
With the export season only just commencing, those engaged in trade find them¬ 
selves for a second year face to face with a bank rate of 12 to 13 per cent, per 
annum and accommodation almost unobtainable on any terms. The severe strain 
thereby entailed on the trade of the country of necessity exercises a most adverse 
influence, and is practically equivalent to a heavy indirect tax upon a large portion 
of the produce and manufactures of India. Some portion of this extreme pressure 
doubtless arises from the recent famine and its disastrous effects, and also in part 
to the heavy withdrawals of funds necessary for the frontier war ; but the main 
influence operating to produce the existing position is unquestionably the 
contraction of the currency consequent on the closing of the mints in June 1893. 
That being so, there seems little, if any, hope of material improvement in the 
financial situation even after the better crops which we have to anticipate have 
been marketed ; and the Committee of the Chamber therefore consider that the 
time has fully arrived when Government should, with the aid of the best expert 
opinion available, decide upon the measures which are necessary to put the monetary 
system of the country on a sound basis. 

2. The Chamber is aware that the Government of India, in its despatch of 
16th September to the Secretary of State, re-affirmed its adherence to the policy 
of a gold standard, and expressed its belief that they would in the near future 
succeed in establishing a stable exchange at 16J. per rupee by continuing the 
policy initiated in 1893, and, further, that, though the measures to be taken when 
the transition period was over had not been laid down, it was probable that the 
Indian mints would be opened to gold, and gold coins would be made legal tender 
to an unlimited amount, silver rupees continuing also to be unlimited tender to an 
unlimited amount, the ratio between the rupee and the gold coins on tender being 
at the same time finally settled. There was no mention made in that despatch of 
any intention to guarantee the convertibility of the rupee into gold, but while it 
was admitted that the present system was, in fact, no system at all, the temporary 
continuation of it was defended as accelerating the movement towards such a gold 
standard as that which now exists in France and the United States. 

3. So far as the Chamber is aware, no further definite intimation of the 
intentions of Government has been made except in the speech of the Finance 
Minister on the 14th January, in the course of which he intimated that the steps 
to be taken for the establishment of a gold standard were under consideration. 

4. In view of the despatch of the 16th September, and in the absence of any 
definite information as to the present intentions of Government, my Committee 
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desire Lo record their opinion that the attempt to accumulate gold under the 
present system will, they believe, prove futile ; and even if it should succeed to 
any extent at all, it will only do so at the expense of the very greatest injury ’to* 
trade, inasmuch as that system depends for its success on an artificial restriction 
of the currency, and that the maintenance of the value of the rupee at or near the 
level of l.v 'Id, can only he possible so long as the strain on the money market is 
maintained. 

'). The Chamber respectfully submits that in the absence of a gold . urrcney 
the establishment of a gold standard for this country is only possible by means of 
an absolute and permanent guarantee on the part of Government of the exchange¬ 
ability of rupees for gold at a fixed value. This was recognized by two at least of 
the eminent Financiers who sat on the Herschell Committee (Lords Fairer and 
Welby) as being the logical conclusion of the policy initiated in 1893, and 
the experience gained since the mints were closed affords, in the opinion of the 
Chamber, convincing evidence that nothing short of this will ensure the stability 
of exchange. 

6. The Committee of the Chamber are deeply impressed with a sense of the 
gravity of such a step, but they are convinced that the time has come when 
Government must, in the interests, if not even for the preservation, of the trade of 
the country, either complete or reconsider the policy instituted in 1893. They 
respectfully submit that it is absolutely incumbent on Government to out the 
monetary system of this country on a sound basis, and that the only two possible 
alternatives are either (1) the adoption of a gold standard based upon the con¬ 
vertibility of the rupee into gold, or (2) a return to the old silver standard, 

7. The Committee fully recognize the advantages to this country of an 
effective gold standard as encouraging a free flow of capital from Europe for the 
development of the resources of India and as relieving the financial difficulties of 
Government. But the whole question, involving, as it does, the prosperity of the 
agricultural population of this country, on which our commerce and the financial 
stability of Government alike depend, is so complex that the Committee refrain 
from expressing an opinion as to which of the two alternatives should be chosen. 
This position they assume, not from any desire to avoid responsibility in the 
matter, but from a conviction that the subject is too wide and many-sided to be 
fully or satisfactorily dealt with by them. Without, therefore, expressing an 
opinion as to the wisdom of the conclusion arrived at by Government that the 
establishment of a gold standard is to the interest of this country, the C» minittee 
of the Chamber think that it is a matter for very serious consideration whether 
the maintenance of a gold standard is practically possible, 

8. The Chamber strongly deprecates any further merely experimental or 
transitional expedients, and especially any further measures for the contraction of 
the currency, and considers it of the greatest importance that the next step taken 
by Government should be final and only adopted after the fullest an widest 
possible enquiry. The Chamber infers from the public deliverances of responsible 
authorities that some further measures are under discussion, but; believing, as it 
does, that any false move now taken in the direction of a gold standard might have 
the most disastrous results, it earnestly protests against a decision on a matter of 
such vital importance to the commerce of this country being arrived at and 
adopted as the result of a discussion held practically in camera. Under these 
circumstances, much as the Chamber deplores the continuance of the present 
system any longer than is absolutely necessary to enable a right conclusion to be 
arrived at as to the next and final step, still having regard to the mmense 
importance of the issues at stake, the Commitee would recommend that the whole 
question of the Indian currency and finance should be made the subject of another 
full and exhaustive enquiry of the same nature as that which was institut 'd before 
the mints were closed. 

9. The report of the Herschell Committee and the evidence collected by them 
were, the Chamber considers, of immense value, and since that report was made 
many doubtful points have been cleared up and much new experience. has been 
gained. My Committee accordingly think that the best chance of arriving at a 
correct solution of the immensely difficult problem lies in the appointment of a 
Committee of experienced Financiers similar to that which sat in 1893, md this 
measure, therefore, they respectfully but strenuously advocate. 
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10. The Chamber trusts that the scope of the reference to such a Committee 
will he as wide as possible, that Government will not exclude from that reference 
the possibility of a return to the silver standard, provided that, with due regard to 
the financial responsibilities of Government, that course may commend itself to the 
Committee. Fully recognizing that the silver standard having been once 
abandoned,.a return to it is beset by many difficulties, the Chamber still thinks 
that no enquiry would be complete or satisfactory which excluded even the 
consideration of it. 


Enclosure 2 in No. 4. 

The Secretary to the Mill owners' Association at Bombay to the Secretary to the 
Government of Bombay, Financial Department , dated March 9, 1898. 

X am directed to communicate to you, for the favour of transmission to the 
Government of India, the subjoined Resolution passed unanimously at a special 
meeting of the Committee of the Bombay Millowners' Association held this day: - 

“ It being currently reported in business circles that Government have in contemplation 
the early introduction of legislative measures in connection with the currency a portion of 
which will be the imposition of a further duty on imports of silver, the Committee of the 
Bombay Millowners’ Association beg respectfully to state that they concur in the views 
expressed by the Bombay Chamber of Commerce in its representation of 2nd March 1898, and 
would emphatically support the recommendation made by that body that before any decision 
on a matter of such vital importance to the commerce of this country is arrived at, the whole 
question of the Indian currency and finance should be made the subject of another full and 
exhaustive enquiry of the same nature as that instituted by the Ilerschell Committee. 


Enclosure 3 in No. 4. 

Extract from address delivered by the Honourable Mr. Allan Arthur , President of 
the 'Bengal Chamber of Commerce at the annual meeting of the Chamber held 
on the 2S,th February 1898. 

The Currency Question. 

By far the most important question at the present time to those interested in 
the commerce of India is the currency question ; and the most notable events of 
the year in connection with this question were the establishment of the gold 
standard in Japan, and the refusal of the Government of India to accept the pro¬ 
posals of the American and French Governments to remonetize silver. There 
can be little doubt that the ultimate object of these proposals was the establish¬ 
ment of a ratio between silver and gold of 15£ to 1, or a rupee of Is. 11(7. The 
disastrous consequences of the very sudden rise in the rupee in 1890 are too well 
remembered to make us for a moment question the wisdom of the recent decision 
of the Government of India. But in 1890 the rise was only from Is. 5c/. in 
January to Is. 8 {-•-!</. in August, and a most terrible disaster was averted by the 
fall in exchange which then took place, and which was just as rapid and great as 
the rise has been. With the recent experience of 1890 one has only to think of 
the consequences of a rise from Is. 4 d. to Is. 11(7. to realise the cyclonic disturb¬ 
ance that would have been caused to Indian trade, and the wide-spread insolvency 
that would have overtaken all Indian traders, planters and manufacturers, had the 
proposals to raise the rupee to Is. 11(7. been accepted. While few doubt the 
wisdom of the decided step taken by the Government of India, it is not so easy 
to share their optimistic and sanguine view with regard to the present currency 
policy which is causing such injury to trade, and which fails to permit of an 
influx of fresh currency. The trade of India will continue to be hampered with 
unexpected and violent fluctuations in exchange, and with periods of extreme 
monetary stringency, until the gold standard scheme is made effective. The 
alternative is to return to open mints, hut is it realised what this will mean ? 
Just as the weak point in the present policy is the necessity which is felt by 
remitters to India in regard to realising their capital in sterling at anything like 
the value at which it was sent to this country, so the weak point of the system of 
open mints was identically the same ; and with silver in its present position the 
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feeling of insecurity would probably be incomparably greater. China is at present 
suffering from a dearth of silver ; and any banker will tell you that the reason 
more silver is not being shipped to that country is that the shipper does not kn6w* 
at what rate his money will be returned to him. Some people hold that with open 
mints the rupee would be fairly stable at something between Is. Id. and Is. 2d. If 
it were impossible to prevent the steady depreciation of the internationjd value of 
the standard before the mints were closed, when America was buying 54,000,000 ozs. 
yearly, and other countries were also buyers, what guarantee is there that the 
same thing would not recur, more especially when India would practically be the 
only large buyer, and when the production is certainly not declining ? Some 
writers point to the immense advantages which would accrue from a hood of 
rupees into India, and dwell on the fraud that is being practised on the 
people, first, by having caused the price of silver to decline, so that tin value 
of all uncoined silver in India is greatly depreciated, and, secondly, by with¬ 
holding from the people the facilities for acquiring more coined rupees. One 
might just as well argue that it would be equally as great a fraud to open the mints, 
and, by bringing floods of rupees into the country, encourage the people to hoard 
a metal, which, if it has been discarded for all time by the nations of tin 1 world, 
will become pactically unsaleable outside of India, and of which, in any case, it is 
impossible to predict the future. On the point of morality the advantage 
probably lies with the man who says : “ The future of silver is doubtful, leave it 
alone.” So uncertain is the metal as a standard, that it will be recollected that a 
leading newspaper declared that a bare sale of £5,000 worth of silver in New York 
had adversely affected the Indian budget estimates to the extent of £1,000,000. 
Stability of exchange with the great commercial countries is a tiling that is impos¬ 
sible with a silver standard. With regard to the rate of Is. Id. to Is. 2d. which 
is looked for by the advocates of open mints, it is not generally recognised that the 
rupee would decline to lid. within a month of the mints being opened, and could 
not rise above that so long as the present ratio between gold and silver coins in 
Japan lasts. In that country the gold and the silver yen are interchangeable. The 
gold yen, if shipped to London, and minted, would outturn 2s. O^d. The 
silver yen, if minted in India under the old conditions, would outturn a little 
under R222 per 100 silver yens. The Exchange Banks could sell sterling 
in Japan at about 2*'. o|d.j and could buy and ship to India silver yens 
which, if minted in India, would, as I have said, outturn 11222 per 100 
silver yens, which is equal to about lid. per rupee. The transaction would 
pay the banks so long as Indian exchange remained a fraction above 1 Id. It is 
therefore plain that the rupee could not rise above lid. without being immediately 
arrested by shipments of yens ; and this would last until Japan was denuded of 
yens, or until silver was maintained at a level above 29d. Under these circum¬ 
stances the maximum rate for the rupee in India would be lid., unless silver rose 
above 29d. per oz., with absolutely no certainty that it might not fall to 9 d. or 
fid. It is held by some that silver is a better standard than gold. Their objections 
to a gold standard are therefore intelligible ; but it seems to me that, if I in ia were 
to return to silver, she would undertake something in the nature of a huge specu¬ 
lation ; first, because it is impossible to foresee the future of the metal, a though 
it is morally certain that, as it has been almost universally discarded for the time 
being, it must gradually decline ; or, secondly, if it is not discarded for all time, 
and is again made a monetary standard, India would suffer, when it again becomes 
money, from all the disastrous consequences of a rapidly appreciating standard—the 
very thing which the Government of India has been almost unanimously applauded 
for declining, and even by that staunch advocate of a low exchange, Mr. David 
Yule. It seems to me a very significant fact that the leading bimetallists lave no 
words of praise high enough for all advocates of open mints. Can we believe that 
their ultimate object is that the rupee should remain at 11a/., or under ? No 
matter whether silver or gold is the better standard, the countries of the world 
have declared for gold ; and, until it is seen what the future of silver is to be, it is 
surely incomparably better for India, whose trade with gold-using countries is 
80 per cent, of her whole trade, to avoid silver as her standard of value. If you 
have read the recent utterances of the President of the United States, and the 
writings .of the bimetallic organs, you will have seen that the bimetallists are still 
hopeful that, with the aid of their powerful and influential allies in tin British 
Cabinet, India will be forced sooner or later into accepting the proposals o' France 
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and America.. Tf we are convinced that the future of silver is doubtful, and if we 
are not certain that bimetallism is not a dead thing, then we cannot but admit that 
m our own interests silver is to be avoided as our standard. The Government of 
India, after great deliberation, have declared for a rupee of Is. id. It would 
appear, therefore, that our choice lies between the rate which the Government of 
India have selected, 1.9. 4c/., and the rate which the bimetallists apparently hope 
for, 1 a. lie/. It would seem imperative that all interested in the trade of India, 
whether they are in favour of a lower or a higher exchange, and whether they are 
agricultural producers or jute and cotton manufacturers, or tea, and indigo planters, 
or exporters, or importers, or middlemen or bankers should, in their own 
interests, and for their own preservation, show a solid front against any combina¬ 
tion which has for its object the raising of the rupee to l.s. 11c/., and should 
support the Government of India in their endeavours to establish the 1,9. 4c/. rate. 
The alternative, as is recognised, is the opening of the mints with an immediate 
and permanent decline to 11c/,, so long as the present ratio in Japan exists and the 
price of silver does not rise above 29c/. per. oz. With the rupee at l ie/., as against 
I.?. 4c/., the annual increase in taxation would amount to the enormous sum of 
between 11 and 12 crores of rupees ; and as the increase would be immediate, 
and not gradual, India would bo face to face with bankruptcy, or at all event, the 
increase in taxation would be so exasperating to the people as in all probability 
to lead to another mutiny. These are contingencies which the mercantile com¬ 
munity cannot afford to face. With a rupee of 11c/., all sterling companies con¬ 
nect ed with India, whose capital is exchanged at Is. 4c/., would have immediately 
to write-off about one-third of their capital,—another contingency which many 
people cannot afford to face. Regarding the contention that at Is. 4c/., the export 
trade will suffer, and that, therefore, India will have difficulty in paying her gold- 
indebtedness, it should be recollected that when the mints were closed the rupee stood 
at 1a\ 2|c/., which is only 84 per cent, under 1a. 4c/. This is an ordinary mai’ket fluc¬ 
tuation ; and the probabilities are that with stability and confidence in exchange and 
the enormous impetus that would be given to all industries here by the addition to 
capital that would lie poured into the country, the trade of India, with her immense 
agricultural, industrial, and mineral power would very rapidly develop. I might here 
call your attention to the serious distrust of American politicians in connection with 
the currency question in the United States as now evinced by England bankers. 
Their confidence in America was more or less unshaken during the great financial 
panic of July 1893 when every second institution went into the hands of receivers ; 
but the threat of silver legislation, prior to the last Presidential election, caused 
an almost entire cessation of the usual credit facilities, and such a withdrawal of 
English capital as has put back and crippled the trade of the country in a way 
which no ordinary money panic has ever done. A change of sentiment as regards 
America would at once cause English capitalists to return money there. In India 
the whole matter has gone much further in the direction of facts ; and it is fair 
to assume that once the sentiment changed, the effect of complete confidence would 
be the more marked, and it is difficult to calculate or forsee the immense impetus 
that might be given to the flow of capital into this country under a sound cur¬ 
rency system. I. have been induced to dwell at some length on this part of the 
subject, because I have heard several members of this Chamber in, I think, what 
might be termed their despair in regard to the present situation, declare that the 
only thing to be done isito go back to open mints. Although I was one of those 
who opposed the closing of the mints, I see the greatest difficulty in re-opening 
them, aud have endeavoured to point out some of the obstacles. 

Upon one point we are all agreed and that is that the trade of the country is 
being terribly hampered by the monetary position into which we have drifted ; 
and by no one lias the position been more graphically, more ably, and more cor- 
-rectly described than by Mr. David Yule, in bis recent speech to the shareholders 
of the Rank of Calcutta. Rut in my humble opinion lie errs upon one point. 
He ascribes the present situation to the closing of the mints in 1893. It would 
be more correct to say that it is due to the failure of the Government to make 
effective the gold standard, of which the closing of the mints in 1893 was the first 
step. What India requires is a currency system in which people will hjive con¬ 
fidence, which will attract capital to the country, and which will lead to an influx 
of fresh currency. The other Chambers of Commerce of India have declared that 
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the time for definite action has come. The Madras Chamber has gone so far as to re¬ 
commend what is known as the Lindsay scheme. This scheme does the very greatest 
credit to the ability of Mr. A. M. Lindsay, who deserves the highest commendation 
for having evolved this most ingenious and economical plan, which has been a 
labour of years. I think it would be a mistake for us to fetter Government with any 
special recommendation. It is not for us to say by what plan the gold standard should 
he made effective. But we can point out to Government that the present position 
is intolerable, and that it is clearly their duty, in the interests of their own finances, 
and of our trade, to fix on a sound currency system. No doubt when proposals 
reach the India Office—if they have not already been formulated and sent forward 
by the Government here—the first thing that will be done at home will be to 
publish them, and then they will be subjected to the criticism of the most capable 
experts. And, of course, as usual in such important cases, publication at home 
must mean publication here on the same day, so that we also will he placed in a 
position fully to consider the methods which may have suggested themselves to 
the Government for the effective introduction of the gold standard. But no 
available time should be wasted in devising a plan, in placing it before the public, 
and in bringing the plan into operation. Whatever is done by the Government 
should be done quickly ; not only because loanable capital is being driven from 
the country, and fresh capital repelled, and trade is being hampered >y the 
uncertainty as to the future, but also because the recurring periods of monetary 
stringency which we have recently experienced, are gaining in intensity ; and it 
is impossible to foretell what the effect on Indian commerce will he, when we are 
face to face with the next period of stringency, which, under the present 
policy, is as certain to come, as the sun is to rise to-morrow. All that is wanted 
is confidence in the future of exchange ; and the two points the mercantile 
and banking interest desire to know are, whether we are to have convertibility, 
and at what ratio ? The moment a decision is arrived at on these points, 
it should he immediately published, and the details of the plan may be 
left for future consideration. Were Government to announce that the rupee 
would be made convertible next year at Is. 4cl., capital would flow into the 
country and the present monetary crisis would end. It has not been usual for 
the President of this Chamber to speak so decidedly as I have done on a matter 
so controversial as the Currency Question. But the question is at present over¬ 
shadowing all others in which we arc interested, and we are all agreed that the 
present position is intolerable. So serious is the situation in India, that I feel no 
apology is necessary from me for having occupied so much of your valuable time 
on this complex and troublesome question. 



